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THE LEVELLING OF INCOMES! 


I propose in this paper : 

(1) To measure overall changes in incomes since pre-war taking into 
account changes in income, then in tax, then in price. 

(2) To discuss the relative changes within separate classes with special 
attention to differentials by sex, age, family status, skill and industry. 

(3) To examine the question whether the tendencies noted have operated 
in the post-war period, or were only the product of the war years. 


(1) OVERALL CHANGES SINCE PRE-WaR 

The latest National Income White Paper suggests in Table g a substantial 
change in the share of wages in income, since pre-war. Before we accept 
this piece of information we must ask ourselves whether the definitions used 
are those that are most meaningful to economists. There are actually a 
number of reasons why the White Paper estimates should be accepted cauti- 
ously. First, a subtle change was introduced in the last two White Papers 
compared to previous ones in that this table now shows the distribution of 
personal income, excluding undistributed profits, whereas previously it 
showed the distribution of private income, including them. This comparison 
is the most relevant one for some purposes, such as the distribution of spend- 
able income, but it is not the most relevant one for the more fundamental 
question of the income of the different social classes, which is the question 
that concerns us here. Successive White Papers have relegated undistributed 
profits to a more and more inconspicuous position. They used to appear in 
the main tables as a special item. Last year they were taken out of income 
distribution but left as a separate item in corporate income analysis. This 
year they are merged with retained profits of public enterprises in a composite 
item entitled ‘Amounts placed to free reserves by companies and public 
enterprises.’ This growing pretence that undistributed profits are not 
anybody’s income may be tactically advisable in the present economic 
situation, but it is of course not one which we need maintain in academic 
discussion. Undistributed profits are legally the income to the holders of 
the company’s equity, z.e. the shareholders. Even though they are not 
immediately spendable they increase the company’s financial strength, 

1Jt should be noted that these estimates refer only to incomes, and exclude capital 
gains and benefits of public authority services. These cautions and others will be elaborated 


in an introduction to a booklet containing this and others of my papers on changes in income 
and the cost of living, which will be published this winter. 
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eventually affecting the value of the shares (whose rise is tax free), providing 
a fund out of which dividends can be maintained if earnings fall, and accruing 
to the ordinary shareholders when the company is wound up. 

The composite item given in the latest White Paper is particularly mislead- 
ing since it shows a fall from 1948 to 1949, and this fall is entirely due to a 
fall in inventory gains and an artificial rise in depreciation allowances. These 
are also deficiencies for income analysis. We want to exclude from income all 
gains made by merely holding capital, including inventory gains, and we need 
estimates of income net of depreciation at replacement cost, not net of what- 
ever happens to be at the time the total of depreciation allowances which 
may legally be offset against income. An attempt to extricate a picture of the 
progress of company profits more relevant to economic analysis is made in 
Appendix A. Briefly, the replacement cost of depreciation is roughly indi- 
cated by reference to price changes, and the movement in inventory gains is 
inferred by comparing profit data in White Paper tables 3 and 4, which 
exclude inventory gains, with those given elsewhere which include it. The 
conclusion of the Appendix is that ‘true’ additions to company reserves 
were substantially higher, instead of lower, in 1949 than in 1948. 

We can however start our analysis with White Paper Tables which 
exclude inventory gains and are gross of depreciation. ‘nis makes possible an 
examination for 1948 and 1949, by sectors, of the share of wages in the pro- 
ceeds of output, one of the most important determinants of income distri- 
bution; and these can be compared with estimates by Mr. Wallis and myself 
for 1938, which appear in Table 1.1 This comparison suggests an appreciable 
increase in the wage-share only in the service sector since pre-war, though the 
1938 data are only roughly comparable. ‘There have been substantial upward 
revisions for 1948 service wages between the last two White Papers, and pos- 
sibly a similar revision is necessary for pre-war estimates. The more reliable 
comparison for 1948-49 suggests a slight fall in the wage-share for all sectors. 
If we correct for inventory gains the share of wages in the whole gross national 
income rose from 33.6 per cent in 1938 to 39.3 per cent in 1948, and fell to 
38 per cent in 1949. This rise, as suggested in the paper by Mr. Wallis and 
myself, was therefore largely due to the shift of labour to manufacturing, 
with its high wage-share, rather than to increases in the share of wages in 
each sector. 


TaBLe I 
Wages as per cent of gross value of output* 

_Sector 1938 1948 1949 
Agriculture sisi gas sees SOE 37.3 36.7 
Industry Soc x0 = 647A 47.6 46.5 
Services 350 Soe dro abet 32.4 31.1 
Total Business Sectors one | Giehtel 42.0 40.8 


ee 
* Gross of depreciation and excluding inventory gains. 
¢ Allowing for transfer of salaried personnel to the Governmeat sector in March 1948, 
due to the Tiealth Service, a transfer which can be inferred to be worth about £80 m. per 
annum. 4 


1 Butietin, Vol 11, p. 182. 


THE LEVELLING OF INCOMES 273 


Table II shows the distribution of private income net of depreciation 
when all income is taken into account, by treating inventory gains for 1938 
and 1949 as suggested in Appendix A. No adjustment is made for deprecia- 
tion since for those years it is believed to be about correct in total, and thus 
the total property income is not affected. The change in the share of forces’ 
pay is rather surprisingly small, as is the change in the share of social benefits, 
though here there is an internal change in that pensions and family allowances, 
welfare foods, etc., have increased sharply while unemployment benefits have 
fallen. One odd feature of the table is that sole traders’ profits are shown as 
relatively below pre-war, outweighing the increased share of farmers’ income. 
At least this is contrary to popular belief. However it is the White Paper’s 
implication.’ Salaries, not surprisingly, are shown to have not yet made up 
their leeway. 

TaBLeE II 
Pre-Tax Private Income 


(£ Million) | (Percentages) 

ei 1938 1949 1938 1949 
Distributed Property Income ... a ais bon, ee 1,465 21:3 12.9 
Undistributed Corporate Profits a ane ee 3320 el, 179 6.4 10.4 
Property Income ... ins ne eh +. 1,443 2,644 27.6 23.4 
Professional Earnings ... sis ae sae ee 84 172 ; 1.6 : LS 
Income from Farming ... mae Buc ae see iy OU ais Iai 2.4 
Sole Traders’ Profits... ere 5a hs w. 440 730 8.4 6.4 
Mixed Income ee a a0 ra “pt 584 1,175 11.2 10.4 
Wages... wae 206 ade 500 ae onl oars, ZOO 33.2 37.8 
Salaries... das ‘is jets Ace eg coe LO 2,250 21.3 19.9 
H.M. Forces’ Pay site wee Be ad ae 78 245 1.5 2.2 
Work Income oa a iss ae ee, 92S) BeOrs. 56.0 59.8 
Social Security Benefits ae aoe ad Sous 4) 5,88 4.4 5.2 
War Gratuities, War Pensions, etc. ... ans Ae 43 138 0.8 Le 
Social Income _... 50 105 ont Ode dae 726 5.2 6.4 
Total Private Income Me as oo wen ase 115320 100.6 100.0 


The figures for property income have to be read rather cautiously because 
depreciation allowances have been taken to be correct. While there should be 
little overall error in this, the approximate correctness is due to an excess of 
depreciation in industry, z.e. against corporate income, balancing inadequate 
depreciation on dwellings, rent of which is largely personal and included in’ 
‘distributed property income’. Thus a truer picture would be obtained of 
income in the economist’s sense if say £100m., or 1 per cent, were transferred 
from the first to the second line of Table II for 1949, which would make the 

1The White Paper admits though that this item is. ‘precarious.’ Many sole traders in 
distribution have been however undoubtedly ‘ squeezed’ by retail margins rising more 


slowly than wage-rates per unit of output (as is implied by Table I), There may also be 
technical reasons such as the tendency to ‘ expense’ more items than previously on tax 


declarations, 
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increase in the share of undistributed profits and the fall in the share of dis- 
tributed property income even more striking. Ree 
Different types of income have changed since pre-war in very dissimilar 
ways. The percentage increases in the totals have been as shewn in Table III. 
TaBLeE III 
Percentage changes in Pre-Tax Private Income, 1938 to 1949 


~~ Distributed Property Income : i: an oes oe -+-32 
Undistributed Corporate Profits... Buc aus ee cree, 
Property Income cae te Kot cin nue +83 
Professional Earnings ae eis nas Fee Refs +105 
Income from Farming wes a, fine sae sie +355 
Sole Traders’ Profits ... aie igs ier ae was +66 
Mixed Income ... Bh ie one zits ae +101 
Wages on a 6c cB 1a ats we $147 
Salaries wae Ped ats ae ari Bap Aor +103 
Forces’ Pay... SOR te Bie boc aye .. = +214 
Work Income an See te te eas noe +132 
Social Security Benefits te ae Me tae wee +157 
War Pensions, etc. ... aye ees ae nen ae +221 
Social Income ... ide as es tele ite +167 
Total was tae ees +117 


As we come down the table from property to social income, 7.e. as we 
move (broadly) from the income of the rich to the income of the poor, the 
percentage income increases are larger for each major group of incomes. 

Estimates making allowance for changes in the numbers concerned are 
rather more meaningful. Such estimates are bound to be very tentative, 
because of the lack of firm figures for the numbers concerned. 

For farmers, we are told what allowance to make for spare-time farming 
and how many are engaged full-time.1 For mid-1948 we can get an accurate 
analysis of all those self-employed, as is shown in Appendix B by comparing 
manpower and employee estimates. Allowing for increases from 1948 to 1949,” 
we obtain estimates for the number of sole traders (including partners) and 
for the number of self-employed professional people in 1949. Subtracting 
the 1948 estimate of self-employed from total ‘manpower’, we are left 
with the number of employees. The number of salary-earners in 1949 can be 
inferred from the total insurance contributions paid in respect of salaries, for 
we can make a rough estimate of the composition by sex of salary-earners 
(aided by Mr. Campion’s pre-war analysis) which implies an average annual 
insurance payment, and thus provides by division the average number of 
salary-earners. Reducing this to a 1948 average (with the hint on the change 
in number of salary-earners in the White Paper), and subtracting it from the 

1Cmd. 7933, p. 49. 


* And for the possibility that some whose incomes are shown as ‘ professional earnings ’ 
are not classified with the professions in industrial analysis. 
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number of civil employees we obtain an estimate for the number of wage- 
earners in mid-1948, which can be increased to a 1949 average (again following 
the White Paper). Armed Forces numbers for 1949 are easily obtainable. 
For 1938 we have estimates by others of the number of salary-earners! and 
forces?. The number of wage-earners seems best obtainable by working 
back from the 1948 estimate, taking the changes in civil employment and 
allowing for changes in the number of salary-earners and number of domestic 
servants.? The rise in the number of wage-earners may look rather small 
compared to the rise in civil employment, but the latter in the old series 
excluded domestic servants and thus its rise largely reflected the movement 
‘from domestic service to other jobs. There is no way of obtaining firm, or 
even weak, estimates of the number of self-employed pre-war. However, the 
index in the last column of Table IV will not be very sensitive to errors in the 
assumptions that the number of self-employed professional people is the 
same and that the number of sole traders is down by 5 per cent since pre-war.4 


LTaBLE IV 
Pre-Tax Income per head, 1938 and 1949 


1938 1949 


(gm.) — (m.) (£) ({m.) — (m.) (£) 
Total Ave. Ave, Total Ave. Ave. Index of 


Income Number Income | Income Number Income Ave. 


Source Engd. per head Engd. perhead income 
(1938 = 
100) 
Wages... aoe Roo WG tien Be) 120 4,280 15.3 280 233 
Salaries... eet tO 4.25 261 2,250 4.9 459 176 
Forces’ Pay ae oe 78 0.40 195 245 0.765 320 164 
Income from farming ... 60 0.36 167 273 0.36 758 454 
Sole traders’ profits -. 440 N.A. N.A. 730 1.30 562 174 
Professional earnings ... 84 N.A. N.A. 172 0.21 819 205 


In interpreting these results the possible error margin in estimating both 
income and numbers should be taken into account. Thus if the increase in 
wage-earners were one million instead of eight hundred thousand the index 
of average income per head would be 228 instead of 233. In addition there 
have been important changes of composition. Thus the reduction in juvenile 
employment following the raising of the school-leaving age would itself raise 
average wages. Still the general pattern is unmistakable. Farmers come 
clearly first, followed by wage-earners, professional people who are self- 


1 Campion, ‘ Studies in the National Income’, pp. 87, 91. The implied change is con - 
sistent with the growth in the civil service. 

2 Barna, L.C.E.S. BuLietin, Vol. XXV, p. 40. : : 3 

3 The latter can be roughly inferred from the changes in domestic service at fixed prices 
from the White Paper Tables 22 and 23. (It is incidentally odd that no price rise is shown 
for domestic service in 1949, in view of the higher contributions by employers to national 
inst The * wide boys ’ will have mainly slipped through the mesh of the national insurance 
department. It is of course true that estimates for the items marked ‘ not available ’ for 
1938 are implied by the rest of the table. To show them however would be unwarranted, 
because although the final index may not be greatly wrong, the estimates it implies for the 
‘not available ’ items would also contain the errors in the estimates of both numbers and 


total income in 1949. 
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employed, the salaried about equal with sole traders (i.e. shopkeepers and 
small manufacturers and builders), and lastly the armed forces. In terms of 
absolute income professional people were in 1949 still on average slightly 
ahead of farmers, with other self-employed third, salaried next and forces’ 
pay just ahead of wages, which were still last—despite the belief in some 
quarters that the average wage is higher than the average salary. Of course in 
reading averages, one must remember that they are subject to wide dispersion 


in all cases. 
TABLE V 
Post-tax Private Income* 


a rr ene ges 


£ Millions Percentages 
1938 1949 1938 1949 
Undistributed Corporate Profits a00 220 509 4.6 5.5 
Distributed Corporate Income and 
Mixed Income 1,436 2,013 30.3 21.6 
Property income and Mixed Income 1,656 2,922 34.9 27.1 
Wages... iss 50¢ G0 ase 1,682 3,916 35.5 42.0 
Salaries... ase ae ee cbc 1,054 1,927 22.2 20.7 
Forces’ Pay Bee ees wee see 77 226 1.6 2.4 
Work income of ok Ste 2,813 6,069 59.3 65.1 
Social income was po 60 272 726 Sxl 7.8 
Total Private Income ... ea 4,741 9,317 100.0 100.0 


* By contrast to previous treatment (BULLETIN, Vol. 10, p. 317), no taxes on property as 
such are deducted here. It seems preferable to exclude the capital account entirely, so far 
as is possible. Similarly, taxes attributable to inventory gains are not deducted from income, 
being considered capital taxes as a corollary to treating inventory gains as capital gains. 
However provision for taxes is now deducted with taxes, personal provision being assumed 
wholly attributable to mixed incomes. 


In Table V we allow for the effect of taxes. We have to work in rather 
broader categories here, because the White Paper does not give us estimates 
of the taxes attributable to each source of income in detail. It shows the same 
trends as table IT but in a rather more marked form. Undistributed profits 
are, after taxes are removed, not much greater than pre-war as a proportion 
of private income.’ So that the conclusions are broadly the same as those 
which are brought out by the White Paper Table. The share of wage- 
earners has indeed risen very markedly. Before the war their share was 
broadly the same as that of those who lived off property, farming, business 
and professions put together. Now it is more than half as large again as this 
aggregate. Unfortunately the White Paper provides no allocation of taxes for 
the separate items of the composite ‘ property and mixed ’ category. They 
differ in direction so markedly, post-tax income from farming having risen so 
sharply and post-tax rent probably having fallen, that movements in the total 


1 Though they may be understated because of the high level of initi iati 
industrial equipment, see Appendix A. ; Tosh afk Aa aes aed 


* The authorities hardly need to ignore undistributed profits in the way they do. The 
story is much the same if they are taken into account for a comparison with pre-war. 
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are not very informative. It is very hard for a private statistician to make even 
an enlightened guess, because we have no precise knowledge of income 
distributions. However, when one wants illustrative post-tax incomes 
instead of the taxes themselves, errors in estimates of taxes will be propor- 
tionately very much smaller as errors in post-tax incomes than as errors in 
taxes themselves. Making a rough allocation of the total taxes in this category 
we get the following illustrative estimates of proportions of the private income 
going to the main types of income totalled in the second line of Table V :— 


Percentages of Post-tax Private Income 


1938 1949 

Professional Earnings ... Ae eas ae iis ao 700 1.6 1.4 
Income from Farming ... boc ee 50 ae aie Abe 1,2 2.3 
Sole Traders’ Profits... a a8 a a aioe oa 8.4 6.1 
Total Mixed Income rae ont els aa mee con wea Led 9.8 
Distributed Property Income 500 ie de aa x. 19,2 11.8 


The post-war estimates are likely to be the only ones with important 
error margins. An error of 20 per cent in the estimate of direct taxes, which is 
possible, would lead to an error of 0.1 in the above percentages for professional 
earnings and farming, 0.3 for sole traders’ profits and 0.7 for distributed 
property income. These errors would still not change the conclusion that, 
for example, ownership of property provides about one-eighth of net private 
income,! compared to one-fifth before the war, or that farmers now have 
twice as large ashare. The fall in the share of professional people and sole 
traders by the end of the war was to some extent due to military service, but 
while the former has largely recovered to the pre-war proportions, the latter 
has not. 

As for pre-tax incomes, we can also make some allowance for the change 
in numbers, using the manpower analysis given above. We then have the 
estimates shown in Table VI. 


TaBLE VI. Average Post-tax Incomes (f£) 


Index for 
1938 1949 1949 
(1938= 700) 
Wages abo aes aoc sae oe: Fi bi 116 222 
Salaries ear Pe a ass sisi ae woe | 248 393 158 
Forces’ pay ... 3k a age a nae wae LOZ 290 157 
Farming Income ... add ae 300 ee ne NTAY N.A. 365 
Professional Earnings tas bcs ae Aa6 apes ae News N.A. 170 
Sole Traders’ Profits 500 one Beis 55 age? NAc N.A. 750 


The final adjustment we have to make is for price changes. Here we can 
use the cost-of-living indices previously calculated,? to estimate the value of 
different kinds of 1949 income in terms of what goods and services they can 
buy, valuing these goods and services at 1938 prices. Wages were deflated 
by the working-class cost-of-living index, as were social security benefits, 


1 Less if we allow for the understatement of replacement cost in depreciation allowed as 
an offset against personal income from rent. 2 BULLETIN, Vol. 12, pp. 169-170. 
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and salaries were deflated by the special index calculated for salaries. After 
deducting income in kind of H.M. Forces, which the White Paper itself 
revalues, the remainder was deflated by the national price index, which was 
also used for ‘ miscellaneous transfer payments’ (mainly war pensions). 
Mixed incomes were rather a problem, and on the whole it seemed safest 
to use the national price index in view of the big dispersion of incomes from 
rich to poor in each.! The total personal income was then deflated by the 
national price index and the deflated value of distributed property income was 
obtained as a residual. This procedure is equivalent to deflating property 
income by a cost-of-living index of 240, which compares with an index of 213 
for all those with over £500 per annum in 1938, and is therefore not unreason- 
able for a group containing the very rich. We are forced here to work with the 
‘personal’ income aggregate, excluding undistributed profits, because the 
concept used is the power to buy consumers’ goods, but we can indicate the 
effect of changes in undistributed profits subsequently. 


TaBLE VII. Value of Post-Tax Incomes in 1938 Purchasing Power 


1938 1949 
(£ 12.) CE Eat) (£) Index of Index of 
Total Ave. Total Ave. Total Ave, 
Income Income | Income Income Real Real 
Income Incontve 
(7938= (1938= 
; 100) 100) 
Wages So oe ates ... 1682 116 2158 141 128 122 
Salaries - ... ae ach acne O54: 248 1014 207 96 83 
Forces’ Pay ai sis 200 77 192 121 158 157 82 
Farming Income ... abs oe Na N.A. N.A. N.A. 197 197 
Professional earnings cor NEA N.A. N.A. N.A. 89 89 
Sole Traders’ profits oe ast ga NG Ay N.A. N.A. N.A. 78 82 
Distributed Property Income ... N.A. — N.A. — 51 I= 
Social Income Be oar Pe 272 — 396 —s 146 ae 
Total Personal Income ... ice. — 4623 = 102 = 


(It should be remembered that estimates, particularly in the last column, 
are weaker at all stages of estimation—income, tax, and price—for mixed and 
property incomes than for incomes from work). 

Another way of indicating certain of the results in ‘l'able VII is to show 
the aggregate changes in real personal income from 1938 to 1949 (at 1938 
prices) which were as follows : 


Gains (£’00m.) Losses i 
Wages 508 cre 306 BoC 4.8 Salaries Ma acc “oe : it woe 
Forces’ Pay aoe BaD vss 0.4 Professional Earnings % 0.1 
Social Income : aie soe ye Sole Traders’ Profits “5 1.0 
Farmers’ Income 0.5 Distributed Property income 4.5 


| 


I 
oO 

©) 

oS 


? This may lead to a slight understatement of the fall in ssi ings 
professional incomes are rather higher in average, and may nérekiee be aluicee to sa ghtte 
higher price index. The proper index for farmers may also be rather higher in as far aa they 
have rather special budgets, with probably an unusually high proportion spent on sisthes 
and other manufactures subject to price increases above the national average. The im rt 
ance of this rather depends on the revenue authorities’ treatment of food consumed byl : 
farmer’s family, the value of which is written into the income estimates. shes 


THE LEVELLING OF INCOMES 279 


The net effect therefore seems to have been, in hundreds of millions of pounds 
(at 1938 prices), a transfer of 44 from property-owners and 1} from thos 
salaried and self-employed (other than farmers), which together with an 
increase of 1 in the public’s total income, provide about + for the farmers 
(nearly doubling their real income) and 6} for the working-class, increasing 
working-class real incomes by nearly a quarter, at the expense of losses of 
about 18 per cent on the average among the other self-employed and those on 
salaries (except for self-employed professional earnings, which have not 
fallen so much). Since the rise in the real aggregate of 2 per cent is about the 
same as the rise in population, average real earnings per person are about 
unchanged, losses and gains cancelling out. The real value of distributed 
property income, 7.e. personal receipts of rents, dividends and interest, has 
been about halved, after tax is deducted and the high price of luxuries taken 
into account. However, if we are concerned with incomes as opposed to 
purchasing power, we should bear in mind that undistributed profits, post- 
tax, were in 1949 about 2.3 times pre-war, and hence their real value has not 
greatly changed. The real value of all property income, therefore, has not 
quite been halved. The distributions of real spendable incomes pre-war and 
to-day are compared in Table VIII. 


TABLE VIII. Percentage shave in post-tax personal income at 1938 prices 


1938 1949 

Wages Sap an hare Rr ats 37 - 47 
Salaries ates oe Mia ati oe 23 22 
Forces’ Pay ... Sod ane oe ae 2 3 
Total Work Incom aes ae ue 62 71 
Social Income ane Bes wae wa 6 9 
Mixed Income see NS aa ae 12 10 
Distributed Property Income Soc ee 20 10 
100 100 


When price changes are taken into account, the rise in the wage-share 
becomes thus even more evident.1 The major change is an effective transfer 
of some 10 per cent of the real product from distributed property income to 
wages, this change having far more influence in reshaping the pattern of real 
income than any other. Tax changes and, to a lesser extent, price changes 
seem to have been the most important causes with the movement of labour 
into manufacturing as a subsidiary cause. 

There is one further way of measuring the combined effect of income, tax 
and price changes. It is to draw a dividing line at about the three millionth 
income. Table 10 in the White Paper can be summarised as in Table IX. 
Fortunately, as a pure fluke, the division occurs in each case at a level with 
some economic and social meaning. £250 before the war and £500 in 1948 
were virtually the limits to wage-earners’ incomes. £250 before the war 


i i i i i being subject to smaller 

I slight extra use of this table in that 1938 prices, 
indirect eared the share of consumer industries’ resources taken by each type of 
income which has some relevance to the problem of the possibilities of changing the 


allocation of resources. 
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TABLE IX 
Summary Distribulion of Income in 1938 and 1948 


1938 1948 
Pye-Tax No. of Amount of Pre-Tax No. of Amount of 
Income Incomes Personal Income Incomes Personal 
Income Left Income Left 
m. After Tax nm. After Tax 
£m. 
£m. 
Over £250 3.00 1667 Over £500 3.06 2301 
Under £250 — 2463 Under £500 — 5181 


was also taken by the Ministry of Labour as the limit of ‘ working-class ’ 
salaries (vide the Household Budget Enquiry) and the corresponding income 
in 1948 would probably be nearly £500. Below the level we have in fact the 
working-class plus the poorer rentiers and self-employed. Moreover, 
the similarity of the number of incomes in the upper bracket suggests that 
we are getting about the same proportion of the population above the line 
in each case. Using the Barna ratio of 2.57 persons per income-tax income,’ 
we have in each case nearly one-sixth of the population in the higher bracket. 

We can therefore with some justification revalue the incomes under the 
limit by the working-class cost-of-living index and above the limit by the 
‘ middle-class ’ one. We then get the following results (‘Table X) : 


TABLE X 
Post-Tux Personal Income at 1938 Prices. 
Re ons pe ds ct OSS a ee 1948 

(£m.) Percentage (£m.) Percentage 
of Total | of Total 

Top sixth one ago 1667 40 1156 2 28 

The resto: Fiat hes. 2463 60 2952 72 

= a | — == 

4130 100 | 4108 100 


The total effect of income-tax and price changes up to 1948 was to transfer 
about {500 m. at 1938 prices, or some £1,000 m. at to-day’s prices, of 
purchasing power from the top sixth of the United Kingdom to the remainder, 
cutting the real value of the purchasing power in the hands of the top sixth 
by some 30 per cent, and increasing the purchasing power in the hands of the 
remainder by about 25 per cent. If we took undistributed profits into account, 
allocating them entirely to the higher of the two income brackets, the effect 
would be to raise its share by about 3 per cent in each case (to 43 and 31 
respectively).? ‘Taking about one-sixth of the population in the upper income 
bracket in each case, the average real income of the upper bracket was about 
34 times that of the lower in 1938, and twice that of the lower in 1948. The 
results are very similar to those shown above. 

; ra deel of Incomes, p. 90. 
tind) interest on #4 ingsioertinentosjatey wubislioattgneenrguantaea ine ae waenared 


either brackets, they would not greatly affect the comparison. Also these esti i 
: > ja sti c 
some inventory gains of those self-employed. The tax-rates refer to the secat fete 
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(2) Revative Cancers WITHIN SoctaL CLassEs 
Wage-earners 

Within wages, of course movements have been very divergent. Thus 
average earnings in industry are shown by the latest enquiry to have been in 
October 1949 129 per cent higher than in October 1938.1 However the 
enquiry shows also that this is the weighted average of 107 per cent increase 
for men, 142 per cent for women, 130 per cent for male juveniles and 179 
per cent for female juveniles. 

The difference between adult male earnings and adult female earnings 
had increased from 36s. 6d. in October 1938 to 63s. 11d. in October 1949, 
which was worth about 35s. 3d. at 1938 prices (using the working-class cost- 
of-living index). If we take taxes into account, it would seem that on the 
whole there is little absolute change in the differential, though it has fallen 
relative to real income. The absolute difference between adult and juvenile 
rates has probably increased in real terms for males, particularly if the high 
price increase for goods bought out of youth’s spending is taken into account.” 
For females, however, the money difference between adult and juvenile 
earnings has actually fallen, and the real absolute difference has thus about 
halved, though here again a higher price index for girls’ earnings should 
probably be used. The difference between youths’ and girls’ earnings has 
also fallen sharply in real terms. 

On the whole income changes have not been such as to offset the relative 
improvement in the position of the family man vis-a-vis the single, due to 
tax changes (the single man paying a large share of working-class income-tax), 
price changes (in favour of food, and at the expense of luxuries), and family 
allowances,® There has thus been some narrowing of the pre-war gap between 
the living standards of family man and bachelor in the same occupation. This 
may be true, though not so markedly, for other social classes as well. 

There is a marked variation by industry. Average weekly earnings in 
coal-mining in September 1948 were 174s. 7d., over three times the 55s. 5d. 
of a week in September 1938. Agriculture also shows nearly a trebling of 
wage-rates.4 For Textiles average earnings had increased from 37s. rod. in 
October 1939, to 92s. 5d. in April 1948, and though the change in coverage 
makes exact comparison difficult, the corresponding level in October 1949 
was over 100s., and thus nearly three times pre-war. The corresponding 
figures for Paper and Printing were 57s 7d. in October 1938, 111s. 11d. in 
April 1948, and about 122s. in October 1949, an increase of little more than 
100 per cent. If we allow for increased taxes,° and a cost-of-living index 


1M.O.L.G., March, 1950, p. 79. This checks quite well with the estimate of 133 per cent 
increase for all wage-earners above. _ 

2 Relative to real wages of youths it has of course fallen. ; 

3 Vide Part II B of ‘ The Economic Position of the Family,’ by J. Hajnal and A. M. 


rson, (Papers of the Royal Commission on Population, Vol. V). A 
ven The 1949 hpi for be 94s., provided a rate 2.7 times the 1939 one. Since the 
1949 level is still not sufficient for income-tax, in the case of a family man, net real 
wages must have risen relatively more in agriculture than in any other industry. 
5 Rarnings in Paper and Printing were almost exactly the same as the general average. 
Hence an approximately proportionate share of direct taxes can be allocated to them, 
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slightly above average working-class (because of above-average pre-war 
income), we can say that average real earnings in that industry were about 
the same as pre-war, and a similar conclusion can be drawn for Building and 
Contracting. 

Another way of looking at wage changes is according to degree of skill. 
Taking wage-rates from Professor Sir Arthur Bowley’s estimates, and from 
the Report of the Board of Conciliation on railway pay, and using the working- 
class cost of living index, we can draw up the comparisons in Table XI. 


TaBLE XI. Weekly Wage-Rates, Pre- and Post-War 


"August Ave. Wage Ave. 1949 wage at 


1939 1949 Aug. 1939 prices 
Bricklayers ... = ait sae Stic 72/9 125/2 68/4 
Bricklayers’ labourers whe a aa 54/6 100/10 55/1 
Engineer fitters a pat ay <a 67/6 106/7 58/3 
Engineer labourers ... ad 086 oie 51/4 90/4 49/4 
Railway firemen... ey S80 Bee 68/7 * 116/5 60/10 
Railway shed labourers 47/7 * 93/7 51/2 


* Ave. for 1939. 
It will be seen that real wage-rates of labourers are in each case near or 
above 1939 levels, but that the real rates of those with special skill are in each 
case substantially below pre-war. The differentials, except in the railways, 
increased slightly in money terms but not by nearly as much as the cost-of- 
living. Another way of looking at it is to show the margin due to extra skill 
in the above cases, at fixed prices. 
Extra Weekly wage-rate for skill at August 1939 prices 


“August 1939. ——=—s Average 1949. 
Bricklaying... 2OF Non ae aco 18/3 13/3 
Engineering... ae enc bine Se 16/2 8/11 
Railways Spc ae Océ see See 21/- 9/8 


This comparison actually understates the fall in real differentials for skill 
since such margins tend to be spent on more luxurious goods than does fie 
general wage. As an extreme example, the pre-war differential in engineering 
would have bought nearly 3 times as much beer,? or nearly 4 times as many 
cigarettes, as the 1949 differential.® 


1 Royal Economic Society Memorandum No. 97 for August iplyi 
average index for 1949, from current Bulletins of the Pane | (oerert hier ge sr 
Service, to obtain the average of the wage-rates in 1949 used in coustractiny the fee 
Bricklayers’ wages are averages of rates in a number of towns, and engineers’ are aver = 
straight-time rates in principal centres. Working-class cost-of-living index adjusted u es 
by 13 points to allow for price falls between average 1938 and August 1939, , Although Che 


average cost-of-living for 1939 was about 2 per cent above th 


bout € average for 1 i 
preferable to use the same cost-of-living index for railway staff, ner the Sates reg 


typical of mid-1939, and the essence of our comparison is the i 
conditions. _An extra point about the railway eresiteie fe is cesar die eae 
are now a higher proportion of their wage-rates than is the case for firemen, where. © Bofors 
the war the proportion was lower for the labourers. Thus the earnings differenti 1 has 
contracted more sharply than the wage-differential. Asa curiosity, one notes that the “a 
ings of dock labourers employed by the railways at 168s. 1d. in 1949 exceeded the cohiee 
eae gf ech Gee ne ee and all other skilled grades, and were only a fowpedes 

arnings of the Station ] i 

in ath tateat4 Ge ee onmasters (170s.). Ibid, Appendix 8. 

special aspect of the changing real value of differentialsi i i 
though this can be exaggerated, SYN decision of those peceenh ee tee ee 
and unskilled careers. Here the comparison in terms of extra beer and tob wee 
special weight, even if subconsciously. basen es 
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There are other factors also influencing changes in income. Money wage- 
rates seem, by linking the two official indices to have been in 1949 an average 
ot 82 per cent above the average of 1938, which is virtually exactly the same 
as the increase in the working-class cost of living, so that real wage rates were 
then (and still are) about the same as in 1938. Thus the increase in real 
earnings is due to (i) changes in hours worked, and in the proportion worked 
at overtime rates, (ii) the extension of payment by results, and increased 
output by those on piece-rates, (iii) changes in the age and sex composition 
of workers, and (iv) changes in industrial composition. Since hours worked 
have fallen, the increase must be due to the other three factors. Thus we 
can say that, looked at in another way, increases in real wages have come to 
those who changed to better paid jobs, or whose mode of payment has 
changed to an incentive system, or who (already working on incentive pay) 
have increased their output. The remainder is due to the change in sex and 
age composition, but this must be marginal, since although the proportion. of 
juveniles employed has fallen, the proportion of women wage-earners has 
risen slightly. There is one group of industries which has recruited a large 
number of workers and which has widespread incentive schemes, the Engin- 
eering and Vehicles group, and the increased productivity and labour force 
of this group must in large part account for increased real wages. 

We can therefore conclude that those who stayed in the same industry 
had higher real wage-rates if they were miners, agricultural labourers, textile 
workers, or in general if they were unskilled or females or juveniles, but lower 
it they were skilled men in non-priority industries, such gains and losses about 
cancelling. Those on piece-rates,and those who changed to higher paid work, 
particularly to engineering or vehicles, also gained real income, being respon- 
sible for much of the net rise. 


Salaried staff 


Table XII shows the changes for a number of specimen salaries. As far 
as changes by sex are concerned there are no very marked differences, except 
for shop assistants (who are in many respects more in the wage-earning 
category). These occupations are not so subject to the competitive influences 
of a full employment economy, with only female labour reserves to be 
brought into industry by wage increases. So far as differences by grade are 
concerned however the same narrowing of differentials is evident. In all 
cases except one, the lower down the scale we go the higher the increases, and 
with the same exception, the maximum in a grade has increased by relatively 
less than the minimum. 

‘The fall in the real income of higher civil servants up to 1949 has been 
especially noticeable. ‘The range of £950-1250 in 1949 for a principal, 

1M.O.L.G. March 1950, p. 80, suggests it is about the same as pre-war for industries 
covered by the earnings enquiry. But the increase of over a million in women in civil 
employment would appear to raise the proportion of women wage-earners more than can be 


accounted for by a fall in domestic servants and a rise in women civil servants, so that for 
wage-earners as a whole there may have been a slight change in the sex ratio. 


284 THE BULLETIN 


TABLE XII 
Percentage Increases in Salaines) 1238 to 1949 * 
Minimum Maximum 

Men Salaries Salaries 
Civil Service Principal ah Bab was athe 368 19 14 
Civil Service Higher Executive Officer ous a sch Sic 23 23 
High Clerical Officer mee See ea Ass ae nae 31 24 
Ditto a8 a 43 29 
Graduate Teacher (Provincial Secondary ‘Grammar School) as 45 28 
Certificated Teacher (Industrial erseh) aja sd Wee aes 67 52 
Railway Clerks. Class1 ... ae 58c 306 ais 44 40 
Railway Clerks. Class 2 ... 350 ee sat eto Suc 64 60 
Bank Clerks os aio.5 124 36t 
Shop Assistants (London Area, Co- ‘operative Societies) sé 64 —- 
Women 
Civil Service Principal A une spr bn oe is 19 14 
Ditto Higher Executive Officer aoe eis ane ats see 22 29 
Ditto Higher Clerical Officer Bie non san ae ane 31 25 
Ditto Clerical Officer < ice 43 29 

Graduate Teacher (Provincial Secondary Grammar School) ane 39 28 
Certificated Teacher (Industrial Areas) ... vee wee Abe 67 54 
Railway Clerks. Class W. 1 ane ae San ae Soc 63 60 
Railway Clerks. Class W. 2 wish Bac 556 bar ~ais 90 67 
Bank Clerks aoe was 124 40t 
Shop Assistants (London Area, ren “operative Society) 365 ee 99 — 


* Railway Clerks from the conciliation report cited, shop assistants from Appendix VII, 
Report of Royal Commission on Equal Pay, and ‘ Time Rate of Wages and Hours of Labour, 
1-10-49,’ Railways refer to Aug. 1939. Bank Clerks from a private source. The remainder 
from the Economist, 4—2-50. These calculations ignore, of course, changes in 19>). 

es effect the rise is less since the 3s Salaries were net of an income ae aliawance: 


assuming he was a ware man with two eninarert aan takin tax and price 
changes into account was roughly equivalent in purchasing power to {£415- 
505 pre-war,! which was almost exactly the range of a higher clerical officer 
(£400-525). Thus we can say that a principal in 1949 could only afford the 
living standard a higher clerical officer enjoyed pre-war. The same calcula- 
tion shows that the differential of £300 between the top and bottom of the 
principal grade, though the same financially as pre-war, was worth less than 
a third of the pre-war differential in real terms, taking taxation and price 
changes into account. The real value of the bonus on promotion has also 
declined. Although the salary rise from the top of ‘ assistant principal ’ grade 
to the bottom grade of ‘ principal ’ was widened from £175 pre-war to £200, 
the latter only bought the equivalent of about £70 pre-war, so that the rise 
meant less than half the pre-war increase in real income. Similar examples 
could be picked from other occupations. The difference in starting salaries 
between certificated and graduated teachers has slightly shrunk, the real 
bonus to the graduate being less than half the pre-war bonus (less than 
a third, if, for example, it is spent on travel abroad). The difference between 
the grades of clerical railway salaries is almost the same as pre-war, and the 
difference between the highest paid at the top of grade () and those in 
grade (5) at age 28 is still £170. But by taking tax and price changes into 
account, the real value of the difference is only a half what it was. The 


1 a 
een oe cost-of-living indices corresponding to each salary level. See BULLETIN, for June, 
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difference between women’s salaries at top of grade W. 1 and at age 28 in 
Grade W. 2 has actually fallen from 17s. 6d. to 12s., and the latter if spent on 
women’s clothing would buy goods costing about 5s. pre-war, or less than-a 
third of the clothing that could be bought with the pre-war differential. 
Other Classes 


Other sorts of income show similar internal divergence from the mean 
increase. Forces’ pay reflects the national movements with the increases in 
money rates being srnaller the higher one gets up the scale (the pay of a Field 
Marshal actually having fallen), so that making allowance for tax and price 
changes the average fall shown above is due to large falls in the real gain from 
promotion.! 

Professional earnings are a category with even greater extremes, the real 
incomes of many dentists no doubt having been trebled or quadrupled, while 
real legal earnings in many cases have fallen. Farmers’ experience has also 
varied widely. For sole traders the data on turnover is incomplete and on 
profit margins almost non-existent, but, on the face of it, builders would appear 
to be among these with greatest profit increases and garage proprietors 
among these with the smallest. 

Distributed property income can be divided into three clear headings— 
dividends, interest and rent. Gross income per unit of capital has increased 
for most shareholders. One can get a rough idea of the return on capital 
from the price and yield sections of the Actuaries’ Investment Index. Since 
yield equals dividend per unit of capital divided by price per unit of capital, 
we can get an index of dividend payments by multiplying together yield and 
price indices, taking the quotations for end—1938 and end—1949 (because these 
take into account dividend payments during the previous year). Unfortun- 
ately the selection of shares is not fully comparable,? but this calculation 
does suggest an increase of rather over 20 per cent since 1938 in dividends 
on a mixed portfolio—with a higher increase if cotton shares, which were 
often passing dividends pre-war, were strongly represented, and a lower 
increase or even a fall if aircraft or oil shares were predominant.? Rent is 
generally unchanged if taken gross of repairs, and has fallen considerably 
net of repair costs, being in 1949 negative for some properties. We can 
illustrate the tendencies within property income in Table XIII if we take as 
types the small rentier, married but without dependent children, and the 
richer property owner, with two dependent children. The former is assumed 
to have had property yielding £400 per annum pre-war, entitling him to an age 
allowance, and the latter to have had £1,600 per annum pre-war. Dividends 


1 Especially if measured in terms of duty-paid gin. The changes recently announced do 
not greatly affect this conclusion, since the largest relative increases are for the lowest grades. 

2 This method also ignores any increase of dividend due to bonus issues and provides 
an irrationally weighted index. ; ; wo 

3 The National Income White Paper suggests a 50 per cent: increase in total dividend 
payments, but part of this is due to capital issues. ; 

4 However should the opportunity occur to sell the property with vacant possession, very 
substantial tax-free capital gains may be made. In addition, some property is, of course, 
being let at much higher than pre-war rents, because of gaps in the legal theory or 
enforcement of rent control. 
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are assumed to be increased by 25 per cent. Interest per unit is of course 
unchanged. The lower middle-class cost-of-living index is used to deflate the 
{ormer’s income, and the ‘ upper ’ middle class index for the latter, though 
this is perhaps slightly too low. 


TaBLE XIII. Real Incomes of typical rentiers with same properties as pre-war (£) 
4 Jd 938 pve Weta ae. 1949 
Source of Gross Income | Gross Income Income Index 
Income Income net of | Income netof netof of real 
Taxes | Taxes Taxes Income 
at 1938 (1938= 
purchasing 100) 


! power 
The Small Rentier. Interest 400 388 400 365 197 57 
(Over 65, married). Dividends 400 388 500 441 238 61 
| 
The Rich Rentier. Interest 1600 1268 | 1600 1080 507 40 
(With 2 children) Dividends 1600 1268 : 2000 1280 601 47 


whose value was for both years a substantial proportion of the dividend 
(and which may have equalled or surpassed the dividend, on a unit basis, in 
1949). This reduces the fall in real income from shares.’ The landlord’s real 
income can hardly be calculated but has clearly fallen more than the bond- 
holder’s. As a rough figure, taking account of repairs, the appropriate index 
of real income might be two-thirds that of the bondholder in each case. For 
those paying sur-tax the fall is, of course, much sharper whatever the 
property earned.? 

The shareholder’s position of course depends very much on what shares 
he holds (not to speak of the possibility of improving his position by judicious 
speculation), and the real incomes of many are undoubtedly above pre-war 
levels. The ‘senior’ shares tend to have fared worse then ordinary shares, 
both in income and capital appreciation.* As a general rule for the middle- 
and upper-classes, the degree of protection from price and tax increases was 
greater for these with equity holdings, and the greater the element of equity, 
the greater the protection. Since in fact, the small rentier tended to hold 
houses, and the rich one to hold shares,‘ the effect of this may have some- 
what offset the levelling tendencies within the property-owning class. 


(3) ‘THE Post-War 'TENDENCIES 
We now come to the question whether the tendencies towards equality 
noted above operated only in the war, or whether they have been continuing 
since the end of the war. Evidence previously collected suggests that prices 


1In addition the shareholder has, judging from the Actuaries’ Index, enjoyed an 
increase of some 30 per cent in the market value of his portfolio, again depending very much 
hed what he held. This would be of the order of 5 years’ dividend receipts and would be tax- 
ree. 5 

3A property income of £50,000 p.a. brings in one-quarter of the 1938 part-tax income 
to-day, and under one-tenth of the 1938 real income. 

* Particularly if undistributed profits are taken into account. Curiously enough, bonds 
and debentures are still considered to be safer than equities, despite the enormous risk of 
losses in real capital and real income. So long as yields on ‘blue chips’ exceed those on 
Consols, we must consider investors economically naive as a class. 

“Barna. Redistribution of Incomes, Appendix E. 
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moved against wage-earners after 1946, but we must also take income changes 
into account. The composite picture is more difficult to put together than 
that for a comparision with pre-war since the changes are smaller relative to 
possible errors in tax and price estimates. 

First to take pre-tax income. We can only correct 1949 incomes for 
inventory gains, and in Table XV 1946 income includes them. 


TaBLE XV. Pre-tax Private Income 


(£ millions) (Percentages) 

1946 1949 1946 1949 

Distributed Property Income ... es xe ... 1399 1465 14.5 12.9 
Undistributed Corporate Profits 50 ae wa 900 1179 9.3 10.4 
Property Income ... ae 506 side Soe, PHA) 2644 23.8 23.4 
Professional Earnings ... ~~ aoe Soe Sao SE) 172 1.4 U.S 
Income from Farming ... a0 50 afip .. 190 273 2.0 2.4 
Sole Traders’ Profits... an as nOD aes, 1 690 730 7.1 6.4 
Mixed Income ies as ite noe ae OLS 1175 10.5 10.4 
Wages... ae so bat 55 od eee LOD 4280 32.6 37.8 
Salaries... 70c Sric aa 500 aoe CL LAD 2250 18.4 19.9 
H.M. Forces’ Pay Mo aCe Sti one ee S50. 245 SD INGA 
Work Income ei Boe ies Set «- 5460 6775 56.5 59.9 
Social Security Benefits ae 505 530 ae) tO 588 3.6 5.2 
War Gratuities, War Pensions, etc. ... ade .. = 549 138 Sid 1.2 
Social Income oat Bs eet a0 .. 894 726 9.2 6.4 
Total Private Income ase nats Sea aan 9000) Ba13Z0 100 100 


Since there were undoubtedly inventory gains in 1946, the fall ‘in the 
share of sole traders may be spurious, and the fall in the share of property 
income is certainly spurious. The rise in undistributed profits is greater than 
indicated here, though this rise is shown wy comparision with Appendix A 
to have taken place largely in 1948-9. As far as the share of wages in income 
is concerned, it was artificially low in 1946 because of incomplete demobil- 
isation, rising to 34.9 per cent in 1947 and 37.1 in 1948, if no correction is 
made to the aggregate for inventory gains, (but allowing for £125m. deficiency 
in private depreciation allowances in 1948). For 1948-9, we can make a more 
meaningful comparision if we correct fully for inventory gains, and if we do 
so the wage-share is shown to have fallen from 38.4 to 37.8 per cent. _ 

Because of the great and incalculable fluctuations in inventory gains and 
because of deficiencies in depreciation, we cannot profitably analyse the effect 
of tax and prices changes separately year by year. I shall therefore move 
straight to Table XVI showing the combined effects of price and tax changes, 
without any corrections for inventory gains or depreciation. 


1 i ssible that for technical reasons the Interim Index of Retail Prices, which is 
the ails fot post-1947 estimates, overstated the rise in the working-class cost of living 
(see a paper by Mr. Holland in the June BuLtetiy). The rise in real wages shown here may 
therefore be slightly understated, and the fall (or rise) in other incomes understated (or 


overstated). 
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TABLE XVI 
Post-Tax Personal Income at 1938 prices * 

-— ( million) 1946 1947 1948 1949 

Mixed Income and distributed property income son SD) 952 939 946 
W: Ber one esc es wie at >. £900 2055 2122 2158 
Salsvies st aes fier ee nee aa ats oe O13 957 994 1014 
H.M. Forces’ Pay ate 0 aoe ace acben 9 6Y5) 191 124 121 
Total work income ... ae ee 406 =. 3136 3203 3240 3293 
Social security benefits ... ide abc ee Soe AS 292 300 324 
Other transfers ... Bee ee 560 nab Sor) eBIS) 150 88 72 
Total social income Abc ae sais an DOO 442 388 396 
Total Personal Income ... fee au soo, KOZ 4597 4567 4635 


* Tax liabilities as well as payments were deducted. 


‘The difficulty about interpreting this table lies in the inclusion of inventory 
gains and the acceptance of depreciation allowances as given. The latter were 
insufficient throughout (because of inadequate provision for making good 
depreciation of houses), but the deficiency would only have slightly grown 
throughout the period and thus does not affect year-to-year comparisons 
very much.! For inventory gains (post-tax and at 1938 prices) we ought to 
reduce the aggregate, and the top line, by at least £50 m. for 1948 and 
probably by similar figures for 1946 and 1947. Thus the rise in the last year 
for ‘mixed and property income’ was greater for 1948-9 than appears 
from the table. If we take undistributed profits into account, the rise was 
even sharper. 

That is about all we can say about the overall tendencies, and I propose 
to turn now to examine the movements of different types of income in the 
post-war period. 

First, wages. We have estimates from the White Papers of proportionate 
changes in the number of wage-earners, which can be linked to the 1949 
estimate above to provide estimates for other years. Dividing this into total 
real wages gives us the following series for real wages for wage-earners (which 
is satisfactorily smooth) : 


1946 1947 1948 1949 


900 2055 2122 2158 


Post-Tax Wages at 1938 purchasing power ({m.) 1 
13.9 14.9 15.15 e153 


Number of wage-earners (m.) ... ais ae Sar 
Average post-tax wages per head, at 1938 purchasing 
power ({)s tee e aang Shot haart A eee Ot 138 = 140 141 
However one should note in interpretation that the proportion of men 
employed has risen since 1946, and there may have been some net move 
towards the more highly paid jobs, both of which tendencies would increase 
real earnings. These tendencies would however have been mainly operative 
in the first part of the period, and thus there was probably on the average 
a small net fall in real earnings up to 1947 (associated with a fall in hours 
worked), and a small rise subsequently, for those in the same employment. 


ee big change in depreciation occurred in allowances offset against undistributed 
profits. 
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Average earnings indices for the industrial sector have moved as follows : 


Earnings indices in industry, 1946 ~=100* 


Indices 1947 1948 1949 
Men yes 500 ee soe 106 115 119 
Youths: <., 5k i Ee 107 127 131 
Women 7... aoe se sca 108 116 123 
Girls ae ee ae oa 113 131 137 
Aller: Fats ab sce om © 209 119 124 
Working class cost of living... 107 116 120 


* Average of April and October for each year. For 1946 the data referred to January 
and October and the earnings corresponding to an average of April and October were 
obtained by linear interpolation. 


‘The general average confirms the gradual increase in real earnings. Examin- 
ation of the table suggests however that real male earnings have barely been 
maintained. ‘The general increase is in fact due largely to the rise in juvenile 
earnings between 1947 and 1948, and then to the rise in women’s earnings 
after 1948. ‘The same conclusions can be drawn from an examination of the 
official wage-rate indices. 


Cost of living and Wages-rates 


Av. Av. Av. Av. 

1946 1947 1948 1949 

General wage index (1946 = 100) ... are 100 104 109 112 
Cost of living Sac Ait sate 100 107 116 120 
June Av. Av. 

1947 1948 1949 

General wage index (June 1947 = 100)... 100 1054 1084 
Male wage-rates Hs Bris me Pei 100 1054 108 
Womens’ wage-rates ... oe ate a 100 107 111 

Juvenile wage-rates ... ols den me 100 1084 1413 
Retail Prices Index ... nee ass Tae 100 108 111 


The real value of male wage-rates has fallen while the real value of other 
rates has risen. There was a general fall of real wage-rates in 1947, due pri- 
marily to the 1947 Budget. Then wage-rates kept pace with price changes 
until the ‘ Personal Incomes ’ White paper was published. The fashion has 
grown up in some publications of referring to wage stabilisation in inverted 
commas, or with the epithet ‘ so-called ’, as if it were unreal. The implication 
is as incorrect as it is ungracious and injudicious, for the real value of male 
wage-rates has fallen about 4 per cent since the White Paper was adopted. 
Wage-rates of women and juveniles have however risen sufficiently to main- 
tain their real value. This is doubtless partially due to their lower degree of 
organisation (an interesting reversal of the traditional association between 
wage rises and organisation). “The evidence of the increase in the White 
Paper wage-bill is sometimes cited in this connection, but this is evidently 
due to such factors as the increase in the labour force, the increased earnings 
of those on piece-rates and of women, and the movement to high-wage 
industries. The data show that the wage-earners’ organisations themselves 
acted in a way which happened to check the egalitarian tendencies in the 


economy. 
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The evidence on differentials paid for skill is given below in a similar 


form to that previously presented : 
1946 1946 at 1949 at 
Aug. ’39 Aug. '39 


vices prices 
Bricklayers ... or eae aes a aes oot /4, 73/- 68/4 
Bricklayers’ labourers ae 56 ae ae ... 88/10 58/3 55/1 
Increment for skill Bic st “ice ace ie 22/6 14/9 13/3 
Engineer fitters... Bess a8 ae oe soa OY 66/5 58/3 
Engineers’ labourers aes ae Rec aor 506 85/3* 55/11 49/4 
Increment for skill 200 Spe ane 600 508 16/- 10/6 8/11 
Railway firemen (min)f_... ame aa ate Ses 93/6 61/4 56/3 
Railway shed labourers (min)f ... ban ae 6a 85/- 55/9 50/7 
Increment for skill wide ot a or C0 8/6 5/7 5/8 


* Engineers’ rates are those operating after the wage rise early in the year. 

+ We cannot compare averages for the railway staffs for these years, because there are 
no comparable figures in the Report. The rates here used are those brought into effect at 
30-7-45 and 1-2-48 respectively. The corresponding figure for rates operative from 1—-9-39 
were 57s. for firemen and 46s. for shed labourers, a differential of 11s. 

It seems that in each case the money wage increased by more for the 
skilled than for the unskilled from 1946 to 1949, but not by enough more to 
maintain the real value of differentials except in the case of railways (unskilled 
railway grades missing the small rises in February 1948). Thus there was 
still some tendency to reduce the real value of increments, but not nearly so 
marked a tendency as for the whole period, 1939-49. The levelling vertically 
within the working-class must therefore have come mainly in the war years. 

In one respect there was a regression during this period and this is that 
the position of the family man has worsened compared to others. Until mid- 
1947, his relative war-time gains still continued, with family allowances, rising 
food subsidies and heavy taxes on tobacco in the 1947 budget. But the 
Interim Index of Retail Prices shows since June 1947 the heaviest increase 
of all in Food prices, (20 per cent to end 1949) the next heaviest in clothing 
(17 per cent to end 1949) and the third heaviest in Fuel and Light (15 per cent 
to end 1949), compared to an overall average of 13 per cent. These are of 
course precisely the items that are relatively more important to the man with 
dependents than to the single man, and thus the economic hardship of adding 
a child to the family has relatively increased. One way of illustrating this to. 
say that the goods and services bought for a second child in 1938, and 
estimated by Mr. Nicholson to have cost 8s. rod.! would have cost about 13s. 
in 1946, when the family allowance was introduced, and would cost about 
15s. 6d. to-day, using Professor Allen’s working-class index and linking it to 
the Retail Prices Index. So that the family allowance covers a much smaller 
proportion of the cost that it did.* 


1 J.R.S.S., Vol. CXII, p. 387. (Or in the Institut istt Vasinteae’ 
Working Class Family eae pt ’) © of Statistics booklet ‘ Variations in 


; F 
eet ek Bs ae way, the real value of the allowance has fallen to about 4s. 3d. in 
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Similar considerations apply to social security benefits. Since 1947, the 
increase in the real value of the aggregate has been due to the extension of 
types of benefit (maternity, death, industrial injuries, etc.). There has been a 
sharp rise in supplementary pensions, but this has merely partially offset the 
fall in the real value of old age pensions in aggregate, due to the falling real 
rates. Deflating by the working-class cost-of-living index, the 24s. pension 
in 1947 represented about 15s. per-war (compared to the tos. rate). In 1949 
it would be worth about 13s. 3d. at 1938 prices, so that nearly half the 
original increase in the real rate had been lost. A war pension granted in 
1946, and not changed subsequently, would in 1949 have been worth about 
83-87 per cent of its original value (perhaps 81 or 85 per cent to-day) 
depending on whether the pensioners’ pattern of spending was working-class 
or middle-class respectively. 

As far as changes by industry are concerned, the differences were also 
less marked in the post-war years, though the minimum rate in agriculture 
rose 35 per cent from early 1946 to summer 1949, while average earnings per 
shift in coal rose by 40 per cent over the same period, in both cases meaning 
definite real increases, despite income-tax on many miners’ incomes. 

We know practically nothing about the numbers of salary earners, but 
the increase will have been relatively less than for wage-earners! (10 per cent) 
and thus relatively less than the rise in the real salary bill (11 per cent). Hence 
average real salaries rose. On the other hand, for the rise in real net salaries 
per head to have been as high as that of wage-earners (8 per cent), the number 
of salary-earners would only have risen by 2 per cent. Consequently we can 
state by a reductio ad absurdum that there was some average rise in real 
salaries per head in this period, but it was not nearly as large a proportionate 
rise as that of real wages per head. For 1948-49, we are told there was an 
increase of 14 per cent in the number of salary-earners,? and thus for this year 
there must have been a rise in real salaries of about 4 per cent (or £2 at 1949 
prices). Here again there have been wide divergencies. Standard rates in 
force for shop assistants have been as follows? :— 


London shop assistants’ Weekly Salaries] August October Increase 
1946 1949 per cent 

Retail food shops 

Adult males ... fan Soe 35¢ 300 eae . 86/- 96/- 12 

Adult female as ay: ae eee awe .. = 61/- 70/- 15 

Retail Co-op. Societies 

Adult males ... 8g 908 a woe oon so | AHS, 113/- 16 

Adult females ec “i 5en eee $09 Re 20/0 85/6 21 


1 The mobilisation of salary-earners and therefore their demobilisation was less complete, 
and the working population shows a smaller relative rise than the number of wage-earners. 

2 Cmd. 7933, p. 10. al = : rer ; 

* From the respective publications entitled ‘Time Rates of Wages and Hours o 
Labour’, N.J.I.C. minima for retail food shops, minima by agreement with the Joint T.U. 
Committee for Co-ops. The rates apply to those aged 24 or over in the former case, 25 or 
over in the latter for 1946, 23 or over for 1949. 
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We notice here the same feature as for wages—higher rises for women 
than men. These rises are however scarcely enough to cover the 20 per cent 
increase in living costs, except in the last case. Here too there has been a tall 
in real rates for males.} 

In the other industry for which we have official details of salaried rates, 
the railways, a continuation of former trends can be seen in the 1947-48 
rises, with an increase of 22 per cent for the class V males (at age 28) and of 
25 per cent for class 2 females (also at age 28); and 12 per cent and 13 per 
cent for the highest male and female clerical salaries respectively. ‘The 
former do, but the latter do not, match increases in living costs.” The 
differentials for skill rose slightly, and apart from the lowest grade, 
almost by enough to offset price increases so that there was only a small fall 
in real differentials. For women, again apart from the lowest grade, differ- 
entials rose by enough to offset roughly the increased living costs. 

We know little about the higher salaries except that they tended to move 
in sudden jerks—notably medical salaries when the health service was intro- 
duced, this being in large part responsible for the rise in real net salaries from 
1948 to 1949. On the whole however, and for the whole period, it would seem 
that salary-earners other than shop assistants obtained on balance a smal netl 
increase per head over this period, since the change in shop assistants’ raets 
would not seem sufficient to explain the evident rise in real salaries per head. 

Inside the rather constant total of “mixed and distributed property 
incomes ’, the various types of income still continued to move in the same way 
as formerly. Farming income was, except in 1946-47 (doubtless because of 
the bad harvest in 1947) increasing in real terms, and professional earnings 
have probably kept up with price increases. For sole traders’ profits we are 
again blocked by the problem of inventory gains, but it would seem that only 
in 1948-9 did the net income rise by more than living costs. Distributed 
property income has remained almost the same throughout, and hence must 
have fallen by some 10 per cent in real terms, mainly in 1947-48. 

Applying the same method as above, we can estimate that dividends on a 
mixed portfolio increased by 10 per cent between 1946 and 1949, nearly 
all in the earlier part of the period (more for cotton shares and less for banks). 
Taking our two specimen rentiers again, we get Table XVII. 

There is a marked contrast here with the 1938-49 estimates. Because of 
the reduction in taxes, the fall in real value is much less severe. Secondly 
the fall in the rich rentier’s income is less than that of his poorer counterpart, 
because prices tended to rise less for luxuries than necessities, as a whole, 
over this period. In addition, we should take account of the sharp rise in net 
undistributed profits, for 1948-9, which increases the true income of the 
shareholder substantially. 


Though the rise in wage-rates seems rather higher for butchers’ shop assistants. 
* To complete the picture one should add that advances in the maxima of the lowest 
grades were relatively small. 
' *On the other hand shareholders suffered a capital loss of some 25 per cent of market 


value between end-1946 and end-1949, and those paying high rates of sur-tax gai 
relatively less than the £2,000 p.a. rentier. a ‘ale aaa ei 
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TABLE XVII 


1946 1949 
Source of Pre-tax Income | Pre-tax Income Net in- Index 
Income income netof | Income net of come at--of net 
i tax tax 1946 Income 
Small purchas- (1946 
Rentier ing power ==100) 
(over 65 Interest 400 350 490 365 310 89 
married) Dividends ... 400 350 450 403 342 98 
Rich 
Rentier 
(with Interest) — 1600 1035 1600 1060 935 90 
2 children) Dividends ... 1600 1035 1800 1170 1033 


700 


The general conclusion we reach, therefore, is that all the main tendencies 
towards equality continued to operate during 1946-49, except that the 
position of families and those living on old-age pensions grew relatively worse 
after 1947, and for those on fixed incomes the better-off tended to gain slightly 
compared to the less well off. However, the general levelling tendencies seem 
to have been less rapid, mainly because of a faster rise in living costs for 
working-classes than for others. Since pre-war the net effects of income, tax 
and price movements were all egalitarian: for 1946-9 the egalitarian force 
was in income changes only. ‘The pace of change seems to have slowed 
still further in 1948, largely because of wage stabilisation, and the real value of 
total prcperty income rose (ignoring inventory gains). ‘The rise from 1948-9 
was sharp, if one takes undistributed profits into account, and there was 
a clear reversal of the previous consistent tendency for wage-earners to gain 
at the expense of those with incomes from property. 

DuDLEY SEERS. 


APPENDIX A 
DEPRECIATION, INVENTORY GAINS AND CORPORATE PROFITS 
DEPRECIATION 
The depreciation series in the latest White Paper move as follows : 
(£ m.) 1938 1946 1947 1948 1949 
Private aa Ae aie 360 590 660 675 865 
Government “fie aH 90 85 90 100 110 
Total aie aa 450 675 750 775 975 


These estimates are of the legal allowance for tax purposes, in the case of 
the private sectors, and of maintenance provision in the case of the Govern- 
ment sector.) They do not therefore in principle measure replacement cost 
of the wear on capital. So far as the private sector is concerned, however, 
there is some reason to believe that the estimate for 1946 happens to measure 
roughly replacement cost, according to previous estimates.* It would also 


1 Plus amortisation of local authority debt incurred to finance rate-fund services. 
2 BULLETIN, Vol. 10, p. 325. The estimate there was £572 m., but it was based on a 1938 


estimate of £340 m. 
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seem not unreasonable, if we assume that real capital was by 1949 back to 
pre-war standards, and that the 1938 estimate reflected replacement cost, to 
take the 1949 estimate as reflecting replacement cost. It implies a price index 
for capital goods of about 240 (1938=100), which would seem not greatly 
in error. The 1947 estimate may rather understate replacement cost, but the 
one which is furthest from replacement cost would seem to be that for 1948, 
especially in view of the rather rapid price rise from 1947 to 1948, and the 
extent of the capital programme. The deficiency would seem about £125 m. 

Though the private sector estimates may about reflect replacement cost 
for other years, this is because the depreciation on building is less than 
adequate for replacement while, because of the high initial rates, the allowance 
on industrial equipment exceeds replacement cost. It is hard to estimate 
the extent to which this is so, but the money value of depreciation of build- 
ings implied by the official estimates is probably hardly above pre-war, 
because of the reluctance of landlords to undertake repairs. If it was about 
half the total 1938 allowance, and should have been about half the post-war 
allowance, the deficiency may have been about £150 m. for 1946 and £200 m. 
for 1949, with a corresponding excess on industrial equipment. Any attempt 
to allocate these discrepancies between income sources must be very specu- 
lative, since a large part of rent is attributable to companies, while a share of 
industrial profits goes to sole traders. However, the best estimate would seem 
to be that for 1949 corporate depreciation allowances overstated replacement 
cost by £150 m., and this is used in the analysis of company profits below. 
It does not seem desirable to make these internal adjustments within property 
income for the main analysis of income distribution, in view of the inevitable 
error margins, but the results require some mental qualification on this point. 


INVENTORY GAINS 

We are given the total inventory gains for 1948 and 1949, but no details 
of to whom they are credited, and at first sight it would seem very difficult 
to allocate the £400 millions for 1948 between different types of income. A 
direct allocation would indeed be hard, but the White Paper does provide 
us with sufficient information to see indirectly what sort of allocation the 
authors must have made. First we start with the gross profit increases between 
1948 and 1949 for different sectors, from Tables 3 and 4. These include rent 
and depreciation, but changes in the former are negligible and the £190 m. 
changes in the latter can almost entirely be ascribed to industry as is done in 
the second column of the following table.!1_ The third column is obtained by 
subtraction. 

Now the principle we can use is that the profits of industry are predomin- 
antly those of companies, while the profits generated in services are nearly as 
predominantly those of sole traders. We can re-allocate the last column 
therefore, between different types of organisation roughly as in the a 


4 The increase being almost wholly due to extr:; { < 3 ; 
in the 1949 Budget. : extra allowances on new industrial equipment 
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Changes from 1948 to 1949 


(£ m.) Official estimates of Approximate Esti- Implied estimates of 
Profits, Rent and mates of Rent and net Profits 
: Depreciation Depreciation 
Agriculture ... see + 26 + 1 + 25 
Industry... Age +254 +173 + 81 
Services iis Pe +189 + 14 +175 


column below.1 But we have also from Table 5 an estimate of the change 
in net profits including inventory gains. Thus we can obtain an allocation of 
changes in inventory gains as a residual. 


Changes from 1948 to 1949 


(£ m.) Net Profits Net Profits Inventory 
excluding including gains 
inventory gains inventory gains 
Income from farming Att sen tae + 25 +25 — 
Profits of sole traders we ae. nee +135 +10 —125 
Professional earnings ne 555 500 + 2 + 2 —- 
Profits of companies (incl. public enter- 
prises) ... nas aks aes Sie +119 —81 —200 
4281 —44 325 


We have now obtained estimates of the change between 1948 and 1949 
in inventory gains implied by the White Paper. Inventory gains in 1949 only 
totalled £75 m., and must have been mainly received by manufacturing 
companies, since retail prices,particularly of durables, were hardly changed, | 
while raw material stocks and work in progress were appreciated in value by 
the devaluation of sterling. The distribution of the £75 m. in 1949 could not 
therefore have been very different from that shown below in the first column, 
and the second column is obtdined by addition of the difference calculated 


above :— 
Allocation of Inventory Gains 


(£ m.) 1949 1948 
Income from farming soe Fee ot 10 10 
Profits of sole traders 500 bat AG 15 140 
Profits of companies ... ase bo gat 50 250 
Total bof ag Sb cae te 75 400 


I would hestitate to say what the error margins of the estimation of these 
inventory gains are, without seeing the C.S.O.’s working sheets, but the 
error margin of the step of inference above, which is of course additional to 
the error-margin of estimation, would seem to be (say) £1om. for 1949, and 

1 It is assumed that companies (including public enterprises) account for oue-third of 
the profits in the service setae and three-quarters of those in the industrial sector. This 


is roughly compatible with the analysis of self-employed in Appendix B, assuming rather 
fiir proite ber head for the self-employed in the industrial sector than for those in the 


service sector. 
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£30m. for 1948.1 This seems adequate to separate out capital gains from the 
main income items. 

In 1938 inventory losses were made, and since the price fall that occurred 
was almost entirely a wholesale fall, I shall take it that this £75m. can be 
allocated to companies. 


A Roucu Picture OF THE ‘ TRUE’ CHANGES IN Company PRrorits, 1948-49 


Using the depreciation data suggested above and the allocation of inven- 
tory gains, we can draw up Table XVIII showing an economist’s picture of 
company finance, and yielding a more realistic idea of the change in company 
reserves as a residual on the right-hand side : 


TaBLeE XVIII 
Corrected Corporate Income Appropriation Account (£m.) 


"7938 1948 1949 | — 1938 1948 1949 
Trading profits as shown Transfers to public au- 
(Cmd. 7933, Table 16 thorities (do. item 
item 9) aii 1. 968 1811 1730 12) aEroemgo Boe eae, 70 73 
Plus correction for ex- Dividends and interest 
cess depreciation ... —- +25 +150 (do. item 13)... Se Pa Aste we kshanbrnZ Acts) 
Less inventory gains ... +75 —250 -—50 | Tax provision (do. item 
a 14) % ie nee eee eel his MEL: 
‘ True ’ profits ... ... 643 1586 1830 | Additions to free re- 
serves out of ‘true’ 
Other income (do. item income nor sce At SOOM OS) 
10) Sees hie don, ASD ce) (SBE) 
Total ‘true’ income ... 903 1941 2185 | Total pymts. and saving 903 1941 2185 


* In the main income analysis, where inventory gains are excluded, so is the tax attri- 
butable to them, on the ground that is a capital gains tax and has no place in a current 
account. The same procedure might be followed here, but the implied residual in the line 
below would seem of greater interest if all payments are excluded. 


These adjustments are of course rough, but they indicate that the reduc- 
tion in net undistributed profits between 1948 and 1949 shown in the White 
Paper was entirely due to the fall in inventory gains. The addition to 
company reserves, if we exclude inventory gains, which are really a capital 
item, and include savings transferred artificially to depreciation accounts, was 
substantially higher in 1949 than in 1948. This is important for an under- 
standing of the true development of company profits, because inventory 
gains and sudden increases in depreciation are essentially non-recurrent. The 
underlying financial position of companies and public enterprises must have 
become much stronger in the course of 1949. The exact extent of the increase 
in undistributed profits is open to doubt,? and may be £5o0m. in error due to 

» The essential column in order to judge this is that showing changes in Net Profits 
excluding inventory gains. If the rise in sole traders’ profits were £20 m. more than shown 
(and that of company profits £20 m. less) the profit increases of companies would seem 
unreasonably small (cf. Tables III and IV), while if it were £20 m. less it would not seem 
compatible with the big rise in gross profits in service industries. 

_ * Though the weakest step above, the estimate of the £150 m. excess level of depre- 
ciation allowances, does not affect the residual change in additions to reserves, since it affects 


both years. The estimate for the increase in excess depreciation is fairly firm. For the same 
reason, errors in the 1948 allocation of inventory gains do not affect the implied change. 
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methods of inference used above (in addition to any errors of estimation in 
the C.S.O.) but the general conclusion is undeniable. Since public enter- 
prises must have been responsible for little or none of this rise in reserves, the 
conclusion can be narrowed to the statement that the financial position of 
companies was greatly strengthened. 


APPENDIX B 


THE NUMBER OF SELF-EMPLOYED 


We can infer a complete industrial distribution of the self-employed 
from various official tables. For manufacturing industries the numbers of 
self-employed can be obtained by subtracting the number of employed in 
each industry at the end of June 1948, as shown in the Ministry of Labour 
Gazette,! from the analysis of total manpower by industry, which is given 
in greatest detail in the 86th Annual Abstract of Statistics.2 For other 
industries we have to proceed more indirectly by adding to the manpower 
analysis the analysis of registered unemployed, and the substracting the 
numbers of insured employees (including unemployed).? (The term ‘ Self- 
employed’ covers employers and those working on their own account). 
‘The results are given in Table XIX. 


TABLE X1X 
POI of Se Ber by Industry, mid-1948 Ua Bye) 
(Thousands) 
Agriculture ... Ae Ma wae ie Other Textiles * Bac Bc a 4 
Fishing ; ss site 4 Leather goods ve e Sc 5 
Mining (other than coal) as mG 1 Clothing manufacture ane ae 78 
Potteries ats ‘isi ain on 4 Food, drink, tobacco Abi ae 33 
Chemicals... nea at Sac 5 Furniture manufacture oe ae 23 
Iron and Steel 50 siete iC 3 Paper, printing au ae ee 11 
Engineering . 06 25 Other manufactures oe a0 6 
Vehicles (including garages) 408 41 Building non ee sb FecRLOO 
Other Metal goods 16 Transport... oe Bd ae 50 
Precision instruments and Jew ellery 3) Distribution 300 Aa te OO 
Cotton * Sct Te : 1 Finance Sab OD See ae 23 
Wool* 500 ane cis 500 3 Professional . 179 
Catering, laundries “and entertain- 
ments DOG fioc as ies ESO) 
Total 1,791 


* This analysis of textiles refers to January, 1949, the first month for which we have 
detailed manpower statistics (on the new basis). 


‘These estimates are for Great Britain, and we can obtain estimates for the 
United Kingdom by multiplying them by the ratio for each industry of the 


1¢.g. March, 1950, p. 96. 
2 Table 113. Some further details are obtained from later Gazettes. 


3 From M.O.L.G., February, 1949, p. 42. 
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insured employees in the U.K. to insured employees in Great Britain. 
This gives us the results of Table XX. 


TABLE XX 
Estimated Number of Self-Employed by Industrial Group, mid-1948 (U.K.) 
(Thousands) 
Agriculture and fishing sac sto, ERE! 
Mining and manufacturing ... Son  ZAah) 
Building ee 50C Sec pe LO* 
Transport ae ace a6 Mic ol 
Distribution ... on 500 OOD) 
Finance ine — Sat bec 23 
Professions aoe RAE bon 2 SO 
Catering, laundries, entertainments 241 
Total aes ae cot ... 1,849 
ERRATA 


BULLETIN, Vol. 12, No. 9. Personal Savings through Institutional Channels. 


Page 246. Footnote 3: for ‘Government Stock £1,000’ read ‘Government 
Stock {2,500 


Page 249. Footnote 2: for ‘R. and A.’ read ‘Building Societies’ Association.’ 
Table V. Funds in £ million. 
Table VI. Percentages of total. 


; 1M.O.L.G., loc. cit. The tacit assumption is that the ratio of employees to self-em 

is the same for the U.K. as a whole as for G.B. Since the Nossa Tetiand share aoe 
small, this assumption cannot cause much error. Note that the number of self-employed 
in Agriculture and Fishing is slightly lower than the number of full-time. This suggests 
the possibility that incomplete insurance coverage May cause a slight under-statement 
in these estimates. 


PROBLEMS OF WESTERN UNIFICA'TION 
(1) ‘THE European PAYMENTS AGREEMENTS 


It is often asserted nowadays that the first two European Payments 
Agreements negotiated under the O.E.E.C., the first for 1948-49, the second 
for 1949-50, did not provide for a maximum increase in trade as the first 
was wholly, the second to 75 per cent., restricted to the grant of bilateral 
drawing rights. This statement is somewhat misleading. It is true of 
course, that the drawing rights granted were ‘ bilateral’ in the sense that the 
receiving country could only use them to cover its deficits with the country 
which granted the drawing. But it should be remembered that the drawing 
rights were granted in conjunction with Marshall Aid. Thus indirectly, a 
multilateral settlement was achieved. Not only were the dollar earnings of 
countries freed for ‘ multilateral’ payments purposes by Marshall Aid,1 
but a certain degree of European multilateralism was also made possible. 
Countries were enabled to buy goods from one another by the debtors using 
drawing rights, thus saving any gold and dollar reserves for other purposes. 
The objection levelled against the system of drawing rights that they forced 
‘poor’ countries to aid ‘richer’ ones is mistaken. The drawing rights 
merely passed on the U.S. Aid received. It was the original distribution of 
Marshall Aid which lacked an objective basis. Moreover, the fact that there 
was some linkage between European drawing rights granted and Marshall 
Aid received had the further advantage of preventing European monetary 
and commercial policy being focussed on the probably wrong aim of enforcing 
overall balance of each of the member countries with the whole of the rest of 
Western Europe. ‘his would be only an advantage if Western Europe could 
in tact be regarded as a natural unit into which each of the historical sub- 
units whose economic systems are the result of historical accidents fits per- 
fectly. This is obviously not the case. Even the association of the sterling 
area and other dependent territories having a common monetary unit with 
European countries does not eliminate the insufficiency of trying to enforce 
balance within a European multilateral scheme. 

Nor did the shortcomings of the first two payments agreements arise from 
the fact that the estimate of deficits proved in the end to be somewhat 
inaccurate even in 1948-49. In point of fact only $128 millions of drawing 
rights remained unused out of a total of $805 millions. This balance was 
easily dealt with. It is true that in 1949-50 only some 50 per cent of the 
drawing rights granted were utilised in the first nine months. ‘The reason for 
this was the violent reversal of the trend in the balances of payments of several 
countries—of which Belgium, the U.K., France and Germany are the out- 
standing—mainly because of the speculative movements of funds (and mer- 
chandise) attendant on the devaluation of the autumn of 1949. 


1 The grant of sterling drawing rights enabled countries to pay for all supplies from the 
sterling area. 
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TABLE I 


Agreements for Intra-European Payments and Compensations 1948-49 and 1949-50. 
Net Deficits and surpluses of participating countries amongst themselves before the utilisation 
of drawing rights. 

Quarterly statistics* of net deficits (—) or net surpluses (+) before drawing rights. 

(In million dollars) 


1948 1949 1950 Total 
Countries Oct. to | Jan. to | April to | July to | Sept. 19 | Jan. to | Oct. 1948 
Dec March to Dec. March eee 
Austria 400 — 4 — 34 — 33 — il — 29 — 30 —141 
Belgium whe +70 + 68 +129 +122 — 3 + 78 +464 
Denmark ... —31 — 7 + 19 + 16 + 12 — 15 — 6 
France eae —82 — 71 — 48 +137 + 5 — i} — 70 
Germany ... +15 + 49 26 + 30 —102 —127 —108 
Greece Evie —26 — 24 -— 40 — 33 — 38 Ss 1s —178 
Italy eae +60 + 73 + 82 + 83 + 4 + 5 +308 
Netherlands —13 —103 — 31 + 13 + 8 = 6h —187 
Norway se ——. = — 20 — 24 — 38 — 35 —199 
Portugal... —34 — 34 — 25 + 12 + 1 ee — 81 
Sweden ih +56 + 6 + 20 + 52 + 40 = 4 +171 
Turkey bbe + 4 + 9 — 7 — 2 + 20 —— eS + 19 
U. Kingdom +46 + 90 — 74 —394 +120 +219 + 7 
Total net de- 
ficits or sur- 
plusesmir.c|m 252 +295 +277 +464 +210 +302 +970 


* Owing to the devaluations of September 1949, it has been thought more interesting to 
split the second half of 1949 at September 18th rather than at the end of that month. The 
date is appropriate for all countries since in those which devalued in the following days the 


central bank suspended exchange quotations and operations until reopening at the new 
rates. 


If we take this into account the achievement of the two payments agreements 


in easing the strain on the intra~-European balances of payments of most 
member countries was remarkable : 


TABLE II 


(In millions of dollars) 
The Operation of the European Payments Agreements, 1948-50 


Countries Net balance before | Net drawing rights Net balance after 
drawing rights (including drawing rights 
; Oct. 1948—Mar. 1950 Belgian loans) 
Austria ae ve —141.2 +136.8 — 44 
Belgium... one + 464.5 —393.1 + 71.4 
Denmark ... an — 5.9 + 21.5 + 15.6 
France ane wee — 69.9 +287.3 +217.4 
Germany ... a —108.1 — 77.3 —185.5 
Greece sea Ae 177.5 +160.2 — 17.3 
Italy ues Bue +308.3 — 66.5 +241.7 
Netherlands one —187.3 +151.9 — 35.4 
Norway... sae —-199.0 +110.7 — 88.3 
Portugal... oe — 81.1 + 4.3 — 76.8 
Sweden... ate +171.4 — 68.7 +102.7 
Turkey 419.2 + 61 + 25.3 
United Kingdom + 6.6 =<273.3 | —266.5 


Totals ate ane +970.0 +878.7 +674.1 ‘ 
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‘The fundamental criticism of those agreements remains that they were 
not made on the basis of objective criteria with the view of levelling the 
inequality in the distribution of wealth in Western Europe, and helping the 
maximum increase in production by a co-ordinated investment programme, 
and thus speeding the restoration of the viability of Europe. Nevertheless 
the very size and distribution of the drawing rights and also their relation to 
total turnover shows that they must have been very powerful in restoring 
intra-European trade. 

It is sometimes suggested that the system of drawing rights ‘put too little 
pressure on debtors to restore equilibrium ’, and that ‘ it reduced the power of 
countries to buy in the cheapest European market’. But in view of what has 
been said about the divergence of policies between the countries of Western 
Europe, and also of the distinctly deflationary character of the policies 
pursued by the creditor countries, this can hardly be characterised a draw- 
back. Indeed when the first attempt was made to enforce the transferability 
of drawing rights, the opposition of the British Government to this move 
was rightly based on the consideration that the ‘ cheapest ’ market in Europe 
was cheap merely because it suffered from harsh deflation and unemploy- 
ment. Fortunately Britain succeeded in limiting so-called multilateral draw- 
ing rights to 25 per cent and limited potential gold losses also by forcing 
Belgium to lend pari passu with receiving additional Marshall Aid (z.e. over 
and above its original allocation of conditional aid) transferred from other 
countries’ original allocation as a result of surpluses of Belgium achieved 
with those countries. 

Much more serious was the objection that, as a result of the non-co- 
ordination of economic policies (and also the vagaries of the harvest), on 
several occasions one-time debtors who had been using drawing rights to pay 
for their deficits subsequently developed credit balances against their former 
creditors who in their turn could not ask for repayment of the drawing right 
but had to settle in gold. Even this however, cannot be considered as a real 
hardship if one reflects that drawing rights were only the counter-value of 
unilateral dollar aid already received. The true objection remains that 
drawing rights had little if anything to do with the objective requirements of 
the European situation, and that neither they, nor Marshall Aid, were used as 
an occasion to enforce some sort of co-ordination between European countries, 
_ both in planning investment and in monetary policy. The fact that immedi- 
ately after the war vested interests were too weak and disorganised to oppose 
such a programme of unification and reorganisation shows the importance of 
the missed opportunity. 

The two first Payments Agreements were certainly extremely successful 
in increasing intra-European trade. This had remained below 60 per cent. 
of the pre-war level even in 1946 and in 1947 was still below 70 per cent. 
By the end of 1949 it had increased well above it.’ Net balances remained at 
first well within the drawing rights granted. The deterioration of the British 

10.E.E.C. Second Report, pp. 67-68. 
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position in the second and third quarter of 1949 was attributable much more 
to capital flight from Europe in which sterling was used as the main vehicle 
and to anticipatory speculative selling of that currency asa result of the 
campaign started by American official circles. No payments system could 
have stood up to those stresses. If we take into account, moreover, that the 
volume of trade of Western Europe with its overseas territories has substan- 
tially increased as compared with the level before the war (exports almost 
100 per. cent and imports 10 per cent), the success of the efforts to increase 
trade is indisputable. 


(2) ‘THE EuRopEAN PAYMENTS UNION 


It is hardly astonishing that, nevertheless, the representatives of the liberal 
approach to European reconstruction tried to prevent an extension of the 
system or its close co-ordination to an intensive European planning of invest- 
ments and of consumption levels. They wished as much as possible to 
introduce an automatic system,! based on ‘ free’ markets. 

The new European Payments Union which is the result of these efforts is 
now generally acclaimed as being free from ‘the drawbacks of the earlier 
schemes ’. It is fully multilateral and, as we shall try to indicate, does little 


1 Of the proposals put forward for a multilateral modification of the earlier schemes Mr. 
Kahn’s (A Possible Intra~-European Payments Scheme. Economica, November 1949) is the 
most ingenious. He wishes to cut all connection between the payments scheme and the 
distribution of Marshall Aid, presumably in order not to ‘ condone ’ slackness by debtors. 
The balances arising in a multilateral clearing between the net European debtors and 
creditors would then be settled in dollars-—but not at the ruling rate of exchange but at a 
uniform discount. Thus the creditors would be penalised in terms of their own curreziies 
because they would have to write off the counter-value in their own currency of that portion 
of the surplus which corresponds to the ‘ European discount ’. They retain the advantage 
of being paid in dollars—even if at a cut rate. Thus the creditor and debtor Governments 
would be put under pressure to adjust their monetary and commercial policy while exporters 
in the countries would still operate on the basis of the basic exchange parities. Thisamounts 
to the establishment of a preferential system in favour of European debtor countries. The 
debtors will still remain under some pressure to adjust their position because they would 
still lose gold—even though at a slower rate than if they had to pay out gold and dollars 
on the basis of the basic exchange parity. The scheme has the additional advantage of 
preventing the accumulation of balances. All alternative arrangements, as they do not 
write off that portion of the debt which is not settled immediately in dollars, would even- 
tually result in full gold payments and thus lead to a breakdown of efforts to increase trade. 

Professor Smithies’ objection against this scheme (European Unification and the Dollar 
Problem. The Quarterly Journal of Economics, May 1950) that ‘it ignores the fact . .. of 
variations in prices among European countries ’ (p. 177, n. 5) misses the point. It is because 
of price (and income level) differences that intra-European balances mainly arise, and Mr. 
Kahn's scheme is in effect an attempt to enforce a balanced co-ordination of the policy of the 
Western European countries instead of putting one-sided pressure on debtors alone. Prof 
Smithies’ own scheme contemplates dollar payments (at par) not in respect to the current 
balance but on the basis of a changing past (base) period. Any subsequent change in the 
balance would be met by a credit from the surplus country. Thus gold payments would be 
extracted in respect to changes in the balance with a certain lag. The objections against 
this scheme (and indeed Prof. Smithies’ conception of European ‘ unification ’) is that it 
does not give any incentive to creditors to contribute to the adjustment. Through the 
ehaeaa: eventual gold payments (and receipts) it amounts to a restoration of the 
_ The real objection to Mr. Kahn’s scheme (apart from the obvious diffic i 
it accepted) is that it leaves adjustments to lndipidual Governments eotacee oie 
Marshall Aid to stimulate conscious co-ordination between them. The experience with 
nee Ra that little can be expected from this approach, even if automatic penalties 
a cee ae on creditors. But Mr. Kahn’s approach is obviously superior to the E.P.U. 
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to put immediate (as contrasted with retarded) pressure on creditors. It is 
fortunate that the intervention of British Ministers saved the new scheme 
from being out-and-out deflationary, though it could not alter its basic 
principles. Some safeguard was incorporated which, under the changed 
conditions due to rearmament, might just suffice to prevent more extreme 
deflationary pressure. The devaluation of the pound and the currencies of 
the other fully employed countries in terms of the currencies of the ‘ liberal’ 
countries has slightly readjusted the balance of payments between the fully 
employed and the relatively depressed countries of Europe. It remains yet to 
be seen whether this approach to equilibrium will not be upset by the further 
bout of indiscriminate liberalisation which has been decided upon at the 
same time. 

The new European Payments Union is the application for the more 
restricted Western European area of the mechanics underlying the Inter- 
national Monetary Fund. That Fund consists of fixed contributions of the 
member countries, quotas, which provide at one and the same time the means 
by which credits are granted by the I.M.F. whenever that currency is de- 
manded by other member countries, and also the limit of the borrowing 
capacity of the country. The ‘ quotas’ of E.P.U. however, are not ‘ paid’ 
in. They consist merely of over-draft facilities fixed in advance much 
as Keynes’ original ‘ Clearing Union’ scheme. Members which are net 
creditors grant credit to the net debtors through the Union up to the 
limit of their quota. Debtor countries receive over-drafts also up to theirs. 
Part of the surpluses and deficits is however to be paid in gold or dollars. 
The clearing period is fixed at two-monthly intervals for the second half of 
1950. Subsequently the clearing is to take place monthly. The quotas are 
based on the visible and invisible current accounts of member countries in 
their trade with one another : 


TaBLeE III 
E.P.U. Quotas 
Quota (equivalent in Individual Quota as 
Country millions of Units of Acct.) | percentages of Total Quotas 

Austria isa te eek 70 1.8 
Belgium- Luxemburg co a 360 9.1 
Denmark ... ne 236 ty: 195 4.9 
France FES Bia aig 520 13.2 
Germany 320 8.1 
Greece 45 i 
Iceland 15 4 
Italy ; me a anc 205 5-2 
Rethediands. ie aa ie 330 8.3 
Norway... ane Sa Bed 200 ae 
Portugal ... oat ACS ae 70 ze 
Sweden... mal sae so 260 ao 
Switzerlan¢ wee ere BK 250 
Turkey 50 a 
Sterling area ‘(excluding Iceland) 1060 f 

3950 100.0 
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Unlike the original Payments Agreements in which the drawing rights 
were granted for a year (and only carried forward in certain circumstances) 
the European clearing balances are cumulative. Provided the creditor or 
debtor balance does not reach 20 per cent. of the quota, the balance is carried 
forward as a credit or a debit to the country concerned. Once this limit is 
surpassed the creditor receives one-half of the balance in gold and grants the 
credit to E.P.U. for the rest. The debtor’s obligation to pay gold is at first 
small but increases steadily. 


TABLE IV 
Borrowing Rights and Lending Obligations 
Debtors Creditors 
% of Quota Use of Gold Use of Gold 
Credit Payments Credit Receipts 
20 20 ace 20 . 
20 16 4 10 10 
20 12 8 10 10 
20 8 12 10 10 
20 4 16 10 10 
100 60 40 60 40 


This arrangement might result in the E.P.U. having to undertake larger gold 
payments to creditors than it receives from the debtor countries. The fact 
that (as in the past), surpluses might be concentrated to a very few countries, 
notably Belgium, which might therefore quickly exhaust their credito1 quota 
while many countries might be slight debtors still having the right to receive 
credits, renders some safeguard against this contingency even more necessary. 
In order to bridge a possible gap the E.C.A. reserves $350-400 millions of the 
total Marshall Aid appropriation to provide an initial working fund for 
EPuUs 

Persistent creditors are not penalised severely. Debtors on the other hand 
suffer increasing pressure by being forced to pay a growing proportion of their 
deficit in gold. The interest arrangements also represent a reversal of the’ 
modest proposals of the original war-time Clearing Union scheme intended 
to discourage creditors. E.P.U. is to pay 2 per cent. on all debts due by it and 
charge the same on debts outstanding less than a year. Debts between one 
and two years are to carry the rate of 2} per cent and beyond that 23 per cent 
(E.P.U. Agreement, para. 42-44). 

In order to safeguard the position of countries which are expected to 
develop a net debtor position in the current year, ‘ initial credits ’ were given 
to six countries over and above their quotas. This arrangement corresponds 
in its modus operandi exactly to last year’s multilateral drawing rights 
Similarly ‘initial debt positions ’ were assigned to the prospective creditor 
countries, z.e. Belgium, Sweden and the U.K. The Belgian contribution 
unlike the others, is however, included into its quota. This is, presumably, 


1JIn addition E.C.A. will hold an administrative assis 
: ; ] tance f 
countries which run up deficits threatening their gold aes a ee 
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the result of the last-minute threat of the Belgian Government to boycott the 
new scheme. 

Balances of members countries accumulated under bilateral agreements 
against others are either to be funded or, if the debtor agrees, brought into 
E.P.U. In the case of the most important debtor country, the U.K., the 
outstanding sterling balances of roughly {£200 million have been freed in 
accordance with this provision. The British Government gave its consent 
only after E.C.A. undertook to make good any gold losses which may arise to 
Britain. It will, of course, reduce the possibility of gaining gold. This, 
however, cannot be regarded as a drawback. 

Much more important are the new provisions on commercial policy. The 
member Governments of E.P.U. undertake to liberalise 60 per cent of their 
imports on private account (instead of previous 50 per cent) and they also 
agree no longer to discriminate against any member country in applying 
liberalisation measures. Thus the discrimination now applied by the U.K. 
because of persistent gold losses against Belgium, Western Germany and (if 
she joins the scheme) Switzerland will be discontinued forthwith (para 45 
to 51). Invisible transactions are included in this rule of non-discrimination 
(para 55-57). 

On the other hand it has been recognised that members which liberalise 
their imports extensively (up to 85 per cent or more), or members whose 
exports consist of a small number of products, might suffer exceptional 
hardship by other members restricting their liberalisation measures. to the 
minimum, or to products in which these members are not interested. For 
these cases the principle of compulsory negotiation has been adopted. The 
member which feels injured is permitted to raise the problem with the 
Organisation and if a satisfactory arrangement cannot be arrived at, the 
Organisation might release the members concerned from its obligation in 
respect of non-discrimination or liberalisation. 


(3) SAFEGUARDS AGAINST DEFLATION 


So extensive a liberalisation of trade and payments on a non-discrimina- 
tory basis obviously might endanger the position of debtor countries which 
pursue expansionist policies. It was possible however to limit this threat by. 
introducing some safeguards to protect the policy and position of these 
countries. Extreme debtors having had recourse to the special assistance 
fund of E.C.A. can appeal to the Organisation to permit them to suspend, 
on a temporary basis, the measures they have taken to liberalise trade or 
invisible transactions. (Chap. Vb. paras. 62-69). This procedure is an 
adaptation of the rule of non-discriminatory quantitative restrictions of I.'T’.O. 
Charter in case of balance of payments difficulties. 'I‘here is, furthermore, 
also a tacit sort of adaptation of the ‘ scarce currency ’ clause of the Bretton 
Woods agreement : Once a creditor country accumulates a surplus equal to 
75 per cent of its quota ‘ its position will be examined with a view to ascer- 
taining the causes underlying this development and to recommending 
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appropriate solutions.’ (para. 59). If the creditor’s quota is exhausted 1.€. 
if deficits have to be paid 100 per cent in gold ‘ the organisation shall . 1 
consider, in consultation with the creditor and taking into account inter alia 
the reserves of the E.P.U., what arrangements can be made to enable the 
creditor to remain an effective member of E.P.U.’ (para. 60). It seems that 
one of the measures contemplated is the imposition of multilateral discrimina- 
tion against the member by the rest (para. 61). An automatic expulsion of the 
persistent creditor has not however been agreed. ad 

These safeguards go some way in diminishing the danger of giving free 
rein to an intra-European struggle for dollars through a ruthless use of 
deflation. They seem, however, insufficient—unless if the dollar shortage 
were to cease altogether as a result of the recent turn in the international 
political situation and the consequent rearmament. This was, of course, not 
foreseen when the Agreement was negotiated. So long as the dollar shortage 
lasts (or when it recurs) deflation could only be obviated if the quotas were 
large enough to enforce automatically domestic expansion on the creditor 
countries, and thus end the deflationary pressure. For this the quotas are 
almost certainly insufficient. The clearing period is also far too short to 
permit an excess of exports to have any expansionist influence in the creditor 
country before the debtor is forced to deflate. Thus the contractive bias has 
not been eliminated. 

In the case of e.g. Britain, the gold-free credit or debit line is only $212 
million or some £70 million. It is true that should Britain continue to be a 
creditor an additional $150 million ‘ initial debt’ has been accepted and 
some $520 million of ‘ old ’ balances, but the latter belong to definite countries 
and would not altogether prevent the gain of gold from E.P.U. As can be 
readily seen by a comparison of the balances shown in Table I with the 
quotas shown in Table III Belgium would have gained gold considerably 
and Britain paid heavily had the arrangement existed last year. While at the 
moment as will be discussed below, the menace of intra-European gold losses 
is not as acute as it has been, the scheme cannot be considered as satisfactory. 

The negotiations have been influenced by those who blame the dollar 
shortage and the intra~-European balances (especially those acquired by Bel- 
gium and Italy) alike, on the ‘ suppressed inflation ’ of the other fully employed 
countries. The problems arising out of the recession in America and of 
deliberately deflationary policy in Belgium and elsewhere have not made 
sufficient impression. Moreover the British Government concentrated its 
efforts on ‘ safe-guarding ’ the position of sterling by resisting its inclusion 
in a multilateral arrangement. Yet there can be no doubt that the establish- 
ment of a general European machinery which would automatically (or at 
least through intra-European negotiations) exert an expansionist influence 
throughout the Continent would have provided far more secure safeguards for 
Britain. The experiences of last year in any case, showed that the policy of 
the Bank of England was insufficient to protect sterling. So long as indis- 
criminate movements of capital within the sterling area were permitted (the 
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exchange control arrangements of which were in parts hardly better than that 
of most of Western Europe) a determined attack on sterling could not be 
parried. Nor were the bilateral agreements with Western Europe and 
British exchange control arrangements strong enough to prevent a sudden 
worsening of the balance of payments with Western Europe in 1949. This 
was not caused by a deterioration of the trade balance. It must therefore 
have been due to capital movements. Thus the original proposal of the 
British Government which sought to keep sterling out of European clearing 
was unfortunately bound to infuriate the Americans and cause the maximum 
resentment in Anglo-Western European relations did nevertheless not 
provide sufficient safeguards for the position of sterling. The British Govern- 
ment however could, under the circumstances, obviously not also insist on 
giving E.P.U. an automatically expansionist constitution. The concessions 
obtained at the last minute by Mr. Hugh Gaitskell therefore must be con- 
sidered impressive. he demand for maintaining a ‘ special position ’ for 
sterling has been dropped with small damage to anyone concerned. The 
holding of sterling balances instead of E.P.U. debts by creditors, who wish 
to do so, and have earned it, can be arranged. But this arrangement is not 
restricted to sterling. It can be made in respect to any currency. It does not, 
however, free the member whose currency is being held by the creditor 
instead of E.P.U. units, from gold payments in accordance with the scheme. 
Such balances held under bilateral agreements moreover have to be thrown 
into the common pool at the eventual liquidation of E.P.U., to be shared out 
between the creditors of E.P.U. in proportion to their creditor balances. Far 
more important were the general safeguards obtained. 


(4) OUTSTANDING PROBLEMS 

Thus E.P.U. would, within limits in any case have safeguarded Western 
Europe against the threat of competitive deflation. Moreover, the funda- 
mental change in the basic economic trend in the Western world due to 
rearmament has further lessened this threat. Certain major problems 
however, have not been faced. 

(1) The first of these problems is whether Western European schemes 
should be framed so as to promote a balance in intra-European transactions 
at all. No doubt a balance of transactions between a European country and 
the rest of Western Europe is a more reasonable aim of policy than a strictly 
bilateral balancing of transactions between pairs of countries. This does not 
mean, however, that it is a satisfactory aim. : Belgium, Denmark, and 
Germany for instance, have always shown deficits with overseas countries 
which were covered by surpluses with European countries. Should we not 
aim at restoring this pre-war relation of trade. This raises the whole problem 
of the convertibility of sterling. The multilateral pattern of intra-European 
trade before the two wars was dependent on the capacity of Britain to pay gold 
earned in its trade with overseas countries (and not required to finance its 
own deficit with the ‘ dollar area’.) Unless the United States deliberately 
(or perhaps as a result of re-armament and other military expenditure) 


308 THE BULLETIN 


recreates the possibility of such multilateral settlement by accepting deficits 
in her relation with tropical areas (or gold-producers) or gives direct help to 
Europe or other Continents there is no chance for the restoration of these 
‘trade relations however much we may desire it. 

From this viewpoint the immediate prospects look perhaps somewhat 
less gloomy. The military and therefore also the economic, implication of the 
new phase that began with the Korean incident will not only further buttreess 
the recent remarkable U.S. recovery, but also result in an increase in imports 
of strategic raw materials of which the sterling area is the main supplier. 
It may also reduce American export pressure in third markets in capital and 
durable consumer goods—a pressure which so powerfully contributed to the 
crisis last year. Thus, unless Europe is again forced to bear an undue share 
of the burden of rearmament, the economic situation of Europe might receive 
a useful strengthening. This should permit a greater flexibility of policy 
within Europe as the dollar reserves increase. It should also allow the toleration 
of some net debtor positions within Europe, despite the obligation to pay gold. 

(2) From the viewpoint of the more distant future, it is unfortunate that the 
occasion has not been used to take a less mechanical view of ‘ quotas’ and 
so to adjust the length of the clearing period, gold payments and interest 
charges as to deter persistent creditors at least as much as persistent debtors 
are discouraged. As we shall argue in the next section, the liberalisation of 
trade by no means assures either maximum dollar viability or the best 
international division of labour. It is to be hoped that the enquiry on the 
long term economic plans of the member countries decided upon by O.E.E.C 
will ensure greater complementarity of the national plans than the analysis 
and correlation of the ‘ four year plans ’ in 1948, and that special efforts will 
be made to deal with structural unemployment in Italy and Germany. 

(3) The eventual effect of the scheme will depend mainly on whether 
countries will consciously pursue policies solely aimed at acquiring a 
maximum amount of gold and dollars. If creditors are not discouraged by the 
quasi- ‘ scarce-currency ’"—clause implicit in the E.P.U. then the accumula- - 
tion of balances combined with the rules concerning the liquidation of E.P.U. 
will certainly lead to a struggle for dollars. But the anticipation of such a 
breakdown of E.P.U. will have the same unfavourable effects as an immediate. 
return to the gold standard and convertibility but with none of its few 
advantages. A scheme providing for an unlimited (or at least large) holding of 
currencies, even on a bilateral basis, would be more favourable from this 
point of view.1 We might hope however, that the—at any rate temporary— 
easing of the dollar position, together with the better balance in intra- 
European trades might prevent such deliberate deflationary attack, by single 


1 And, a fortiori, Mr. Kahn’s scheme. The less enlightened sector of the U.S. Adminis- 
tration, the Federal Reserve and the Treasury thioaeh their pa oration in ate 
seems to have called for an immediate lifting of discrimination against the dollar. If this 
attempt is not defeated Western Europe will face any return to the previous economic 
trend wholly unprotected. The propaganda forecasting dire inflation in the U.S. should 
not mislead us as it had misled many after 1946. Even the £30 billion annual armameut 
expenditure will not sustain the U.S. economy for more than a few years. 
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countries. The fact that persistent creditors are liable eventually to be dis- 
criminated against might cohtribute to the discouragement of beggar-my- 
neighbour policies even if E.C.A. or O.E.E.C. did not do so explicitly. 
Unfortunately most Continental European Governments are disinclined 
to intervene in any way which might weaken the immediate tactical bargaining 
position of entre preneurs e.g. by increasing employment. Thus they might 
drift into a persistent creditor position despite the retaliation to which they 
are exposed. Such creditors might, moreover, hope that a majority of E.P.U. 
would not dare to impose or to permit the imposition of discriminatory 
measure against them, because a majority of the countries approve—even if 
they practice it without (or with less) success—a deflationary policy. This 
undoubtedly is a risk which is implicit for a quasi-planned economy such as 
Britain in any intra-European arrangement which is not safeguarded by the 
unanimity rule. 

The coming period in which this particular problem will seem to lose in 
importance should therefore be used to press for the elaboration of rules to 
correlate the monetary and economic policy of the members to the changes 
in their balance of payments and employment position much in the same way 
as the automatism of the gold standard was supposed to function. Thus 
surplus countries suffering from cyclical or deflationary unemployment— 
suitably defined to take care of structural problems—should undertake 
either to give unilateral concessions in commercial policy to the rest of the 
members or to initiate an expansionist policy. Failure to carry this out 
should be suitably penalised. The temporary easing of the European dollar 
position should be used to exert pressure to obtain at least an intra~-European 
acceptance of the British resolution submitted to the recent meeting of the 
Economic and Social Council of U.N.O. concerning the implementation 
of the experts’ ‘ Report on National and International Measures for the 
Maintenance of Full Employment’. The British Government might well 
reconsider its policy of insisting on limited, bilateral safeguards which are 
insufficient to secure the position of Britain and sterling and should attempt 
to attain institutional safeguards of international stability. 


(5) ‘ LIBERALISATION’ AND DOLLAR VIABILITY 


Had Western Europe proceeded to integrate its economic policy and 
productive structure with the aid of Marshall Aid; had full employment and 
a fair sharing of available scarce supplies been a general policy; had, in 
particular, control over capital flight and foreign trade been uniformly 
enforced, little could be said against the progressive abolition of quantitative 
controls in intra-European trade. As the United States and other dollar 
supplies or payments would remain excluded from ‘ liberalisation ’, it would 
represent nothing more than an implementation so far as the dollar is 
concerned of the ‘ scarce currency ’ clause, on which so many hopes were 
based in the discussions prior to conclusion of the Bretton Woods Agreement. 
With American consent it would have instituted a system of general dis- 
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crimination against U.S. exports and thus made possible the transition 
towards a new equilibrium in Europe. 

The hope that by ‘liberalising ’ trade dollar viability can ipso facto be 
increased is based on a two-fold fallacy. It ignores first of all that savings 
even within a given national income can vary and that many countries are 
holding consumption consciously in check. Moreover consumption itself 
can change in composition and absorb different quantities of productive 
factors for the satisfaction of the same (money) demand. Thus ‘inflationary’ 
pressure (or the foreign balance) can vary with unchanging consumption or 
national income. 

It ignores, secondly, the fact that the short and long effects of a liberalisa- 
tion of trade are different, and might be opposite. In the short run the pattern 
of the productive capacity of the countries concerned cannot be changed 
considerably. Therefore the immediate effect of the liberalisation might mean 
not an increase in productivity, but a diversion of exports to outside (dollar) 
areas towards intra-European trade. The unfavourable effects on investment? 
of the deflationary shock implied in liberalisation without planning might 
well retard even long-run adjustments. 

Both these neglected effects would tend to decrease the chances of ‘ dollar 
viability ’. European countries will continue to have to limit consumption 
and/or investment? to free productive factors for an increase of exports to or to 
enable a cut of imports from the dollar area. The increase of productivity 
will not suffice in the short run. The only question is whose consumption 
should be limited and in what manner. An increased consumption of luxuries, 
especially luxuries which have an elastic dollar market (e.g. luxury food) or 
which represent dollar imports, must impede the attainment of general 
Western European dollar viability. 

More indirect, but by no means less pernicious, is the effect of the liberal- 
isation of imports on internal social relations. So long as conspicuous waste 
is kept within bounds by the non-availability of certain luxury goods, 
‘austerity ’ and ‘ restraint’ have some meaning. When shop-windows are 
full of luxuries, and the ‘ rich’ are buying freely, and labour’s bargaining 
power is strong, the temptation to start wage-demands will be great. While 
it is questionable how far an increasing supply of consumption goods acts 
as an incentive to greater effort, it is likely that it will destroy the feeling of 
equality and therefore the will to endure sacrifice. Thus it also acts as a 
factor intensifying inflationary pressure. 

For countries, moreover, which maintain controls the liberalisation might 
divert purchasing power to imported luxuries. If exports of necessities must 
thus be increased or imports of others curtailed liberalisation will work 
contrary to the basic principles of economic policy, postpone the abolition of 


1 In fact most countries carefully refrained up to now from liberalising trade i 
products of we ‘vital’ industries. This prevents all ‘ adjustments ’. ; epee 
ut a decrease in investment will prejudice their competitive position and th 
eventually imperil their standard of life. The limitation of eadienaptiee might take ‘se 
sores of an increase less than proportional to the increase of productivity. 
And of course the shouldering of the burden of rearmament. 
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rationing necessities, 7.e. result in a maldistribution of resources. So much 
on the short run impact effect of ‘ liberalisation ’ on aggregate demand. 

Nor will the influence of liberalisation on supplies available for export to, 
or to replace imports from, the U.S. be more favourable. In the ‘ planned ’ 
economies resources are fully employed and therefore sudden increases in 
production are difficult to achieve. Thus in the short run the increase in 
demand within Europe for luxury products must necessarily divert supply 
from hard currency exports or increase hard currency imports. The indis- 
criminate supply of petrol to tourists (instead of only giving it to hard currency 
tourists) is an extreme example. Liberalisation will reduce the effectiveness of 
discrimination against the U.S. The control of transhipment of dollar goods 
via the least ‘restrictive’ member country to other European areas will be 
difficult if not impossible. Only in countries which are not fully employed 
can liberalisation have a useful effect in increasing production. If the 
resultant increase in exports to fully employed countries frees supplies which 
can be sold in dollar markets and if the exports are not paid for by diverting 
goods from the dollar market liberalisation might contribute to a balancing 
of accounts even with the U.S. It is unfortunately more likely to decrease 
savings and divert supplies from the dollar area. 

The argument that liberalisation promotes mass-production and efficiency 
seems to expect in the short run and in an exceedingly imperfect market such 
consequences as are likely only in the long run in a perfect market; that is the 
re-organisation of industrial productive units for mass production for large 
markets. ‘This however implies the bankruptcy of small units, the establish- 
ment of standard tastes in Europe; all of which, of course, is unlikely, if not 
impossible, in the short run as, e.g., the example of motor-cars shows. In 
Britain, as elsewhere, in most industries, units which are uneconomically 
small even for the size of the British and other European internal markets 
persist and have persisted throughout the deflationary period after 1930. 
Without conscious planning, the mere increase in the size of markets, thus of 
the ‘ scope of competition ’ often does not do the trick. The so-called Italo- 
French Customs Union project consciously contemplated cartel arrangements 
in order to ‘ mitigate ’ the consequences of the proposed measure.! 

Nor is it likely that in a period of extreme uncertainty and violent change 
such as a large scale ‘ freeing’ of trade would imply, especially in the more 
progressive and high-wage areas, the immense investment which such re- 
orientation and reconstruction of the whole industrial pattern would imply 
would be forthcoming. After the experiences of the 1930 ties it is folly to 
expect that deflation will stimulate investment. Indeed the present restric- 
tions on the consumption of the domestic output and on imports of the 
products of certain large-scale industries, e.g. motor-cars—which correspond 
to a large purchase tax on luxury goods—at least constitute a selective 
alternative to a general deflationary pressure which encourages exports. If 


1 Increased intra-European competition might enforce small economies and thus 
increase export capacity. But it is questionable whether it will lead to increased exports. 
The industrialists might well turn their attention to the home market. 
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this is taken off general deflationary measures must be undertaken.! But 
deflation and unemployment are not conducive either to social peace or 
economic progress. It will not encourage a large rationalisation of production 
which depends on large-scale investment. In point of fact countries took 
great care in working out liberalisation plans to limit prospective competition 
either by an appropriate choice of the commodities or by raising tariffs. In 
view of the threat to industries and the uncertainty about the duration of 
American aid, hence also of ‘ liberalisation’, no country can afford to let 
important industries get into difficulties. 

The attempts to ‘liberalise ’ European trade and to institute payments 
agreements of a multilateral character must be welcomed, in so far as they 
firmly establish the principle of discrimination against U.S. exports. On the 
acceptance of this principle depends the restoration and maintenance of 
dollar viability if a large-scale worsening of the terms of trade, and/or mass 
unemployment, and therefore a serious deterioration of European living 
standards is to be avoided. Liberalisation might tend to increase dollar 
imports through the new loopholes which are opened in the system of 
restrictions by dropping discrimination against those countries which never 
tried to achieve dollar viability. This consequence might now (at least 
partly) be offset by the consequences of rearmament. 

Both the liberalisation of commerce and of trade ought to have been made 
conditional on agreement on monetary and economic policies (especially 
investment) and more especially on the reinforcement of exchange control 
against capital flight (including the reconsideration of the freedom of transfers 
of capital from Britain to the sterling area). 

Admittedly in the immediate future these precautions will not appear 
acutely urgent. The problem will consist much more of co-ordinating defence 
expenditure and seeing that no single country bears an undue share of the 
common burden within Europe, and, of course a fortiori in relation to the 
U.S. Such disproportion would inevitably cause the reappearance of 
unwieldy balances. But, if we are to meet the political problem before the 
Western World the maintenance and quickening of economic progress is 
essential. Therefore the preparation of plans seems imperative to achieve the 
aim of European viability. 

It has been suggested that the co-ordination of investment plans of the 
Western European countries is impossible. Yet on the success of this 
depends the outcome of all efforts to render European countries less com- 
petitive and more complementary and establish an economic system which 
could compete on more equal terms with the U.S. It will be difficult to obtain 
the necessary information and the Governments of many countries are unable 
or unwilling to enforce the obligation to give information. No doubt it would 
be even harder to form a view on the future development of demand for 
single commodities or allocate the supply between countries. It should not be 
forgotten, however, that in most if not all countries Trade Associations are 


7 As general deflation works indirectly and slowly and mainly th i 
imports, it might have to be of a savage character, a Se ee ee 
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daily taking decisions on just such problems with less information than-is 
available to Governments (and less regard to public requirements). Nor need 
it be impossible in practice to evolve means to persuade Governments to 
abandon some of their plans provided compensating advantages are granted 
in other fields or monetary compensation is paid. 

At least three plans have in fact been submitted to O.E.E.C. aiming at 
some positive action to increase the complementarity of the Western European 
countries. Unfortunately each of these plans suffers from considerable 
weaknesses which detract from their usefulness. 

The first, submitted by the Dutch Foreign Minister M. Stikker, wishes to 
co-ordinate production and trade by ‘sectors’ i.e. industries. Plans for 
integration would have to be worked out in respect to each of these for the 
whole of Europe. This proposal at last takes cognizance of the fact that the 
process of integration might well involve serious losses for single countries 
and industries. It therefore proposes to set up an ‘ Integration Fund’ which 
pays compensation through the Government concerned in order to enable the 
modernisation of the plant or provide alternative employment. In conjunc- 
tion with Marshall Aid—which could be made ‘conditional’ upon the 
participants accepting the obligation to co-operate in the process of European 
integration—this proposal might provide a new starting point. Its main 
drawback is that it proposes to treat ‘sectors’ one by one. In this way 
neither a sensible overall pattern of European industry can be evolved (for 
the process of industrialisation involves a high degree of complementary 
development in many industries) nor can suitable compromises be arranged : 
one country foregoing the expansion in one field cannot obtain similar 
concessions in others. 

The Petsche Proposals, submitted by the French Government, aim at 
excluding (or at least limiting the role of) Governments from the negotiations 
at ‘integrating’ Western Europe and (somewhat parallel to the so-called 
Schumann ‘ Plan’) wish to establish an European Investment Bank which 
would give aid directly to individual industries and firms. This amounts to a 
Government blessing (and probably also finance—as there is no suggestion 
of the industries being able to finance themselves) to private cartel arrange- 
ments. It also appears that the French Government would like to see the 
establishment of privately owned giant combines exempt from local taxation 
or liability to nationalisation to promote ‘functional integration ’. This 
again amounts to a public subsidy of cartel-like organisations without any 
obligation on their part. ‘ 

Finally the Italian Minister of the Treasury, Pella, opposes the single 
industry approach for it would involve too much ‘ state intervention ’. He 
therefore suggests that a preferential tariff system should be created to eae 
late European integration and provide against the time when dollar aid a 
no longer be available. The establishment of a double or ee treble 
preferential system (needed to take care of the special dads etween 
France, the U.K. and Belgium with their overseas territories an ominions) 
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has been long advocated to ensure a temporary respite from U.S. competition 
for a transitional period.1 It would be well to recognise however that safe- 
guards are needed if the opportunity offered by the proposal is not to be 
wasted in increasing profit-margins and protecting inefliciency. There is 
not the slightest guarantee that these proposals would in fact stimulate any- 
thing but the increase in the degree of monopoly or oligopoly. They are 
certain to run up against violent U.S. opposition as they violate the principle 
of non-discrimination in a way particularly offensive to Americans.\ Nor is it 
clear how they will be more effective in promoting European recovery than 
the present, tacit but exceedingly severe discrimination which is implicit in 
the restrictions against American exports while trade within European coun- 
tries is being liberalised. The Pella proposal is therefore far too uncertain 
in its effectiveness promote the European integration. 


CONCLUSIONS 
It is regrettable that little if any attention was paid in the proposals on 
European ‘ unification ’ to the need for : 

I. co-ordinating economic and monetary policies on the basis of a semi- 
automatic institutional arrangement in the E.P.U. to safeguard full 
employment. In particular, measures should be taken to ease the 
German and Italian structural unemployment and reverse the general 
deflationary tendency both in these countries and also in Belgium. 
Without safeguarding stability effective measures cannot be taken to 
promote a better integration of Europe or a more far-reaching division 
of labour. 

2. Another attempt should be made to bring Marshall Aid in some rela- 
tionship with investment programmes. Without a conscious effort 
and the backing of the U.S. Administration no progress can be 
expected. After the expiry of Marshall Aid (and in the absence of 
War or ever-increasing armaments) a deflationary and restrictionist 
struggle might well break out in Europe to secure dollars at any cost. 
This would reduce the volume of international trade, worsen the terms 
of trade and depress the standard of life. 

3. In the absence of an international programme of stabilisation and 
equalisation of wealth and opportunity, direct quantitative and 
probable monetary discrimination against America is an effective way 
for the rest of the world and especially for Europe to escape a serious 
relative deterioration of its standard of life and raass-unemployment. 
If administrative failure or political prejudice prevent co-operative 
direct action by the non-dollar countries, devaluation and national 
protectionism, instead of regional agreement, will be forced on 
single countries and will depress international trade and welfare far 
below the level which could be attained by multilateral discrimination. 

T. BALoGH. 


1Cf. e.g. O.F.E.C. Britain and the Restoration of a World Economy BULLLETIN, 1949, 


